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HEARING  ON  H.R.  3728,  DISTRICT  OF  COLUM- 
BIA PENSION  LIABILITY  FUNDING  REFORM 
ACT  OF  1994 


TUESDAY,  JUNE  14,  1994 

House  of  Representatives, 
Committee  on  District  of  Columbia, 
Subcommittee  on  Fiscal  Affairs  and  Health, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  8:30  a.m.,  in  room 
1310,  Longworth  House  Office  Building,  Hon.  Jim  McDermott 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  McDermott,  Norton,  and  Ballenger. 

Staff  present:  Broderick  Johnson,  Staff  Director;  Charles  Steph- 
enson, Jr.,  Staff  Assistant;  Brigid  Quinn,  Senior  Legislative  Associ- 
ate; Kevin  Avery;  Geneva  Clark;  Dennis  G.  Smith,  Minority  Staff 
Director;  Nancy  Noe  Juday,  Minority  Legislative  Associate;  Ashley 
Rehr,  Minority  Staff  Assistant;  and  Rick  Dykema,  Minority  Staff 

[The  text  of  H.R.  3728  follows:] 


(1) 


103d  congress 

2d  Session 


H.  R.  3728 


To  eliminate  the  unfunded  liability  of  the  teachers',  firefighters',  police  offi- 
cers', and  judges'  pension  funds  of  the  District  of  Columbia  by  increasing 
and  extending  the  contributions  of  the  Federal  Grovemment  to  such 
funds,  increasing  employee  contributions  to  such  funds,  and  establishing 
a  single  annual  cost-of-living  ac^ustment  for  annuities  paid  from  such 
funds,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

January  25,  1994 

Ms.  Norton  (for  herself,  Mr.  DELLUiis,  Mr.  JEFFERSON,  Mr.  Lewis  of 
Georgia,  and  Mr.  McDermott)  introduced  the  following  bUl;  which  was 
referred  to  the  Committee  on  the  District  of  Columbia 


A  BILL 


To  eliminate  the  unfunded  liability  of  the  teachers',  fire- 
fighters', police  officers',  and  judges'  pension  funds  of 
the  District  of  Columbia  by  increasing  and  extending 
the  contributions  of  the  Federal  Government  to  such 
funds,  increasing  employee  contributions  to  such  funds, 
and  establishing  a  single  annual  cost-of-living  adjustment 
for  annuities  paid  from  such  funds,  and  for  other  pur- 
poses. 

1  Be  it  enacted  hy  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 
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1  SECTION  1.  SHORT  TITLE. 

2  This  Act  may  be  cited  as  the  "District  of  Columbia 

3  Pension  Liabihty  Funding  Reform  Act  of  1994". 

4  TITLE     I— FEDERAL     CONTRIBU- 

5  TION    TO    DISTRICT    OF    CO- 

6  LUMBIA  PENSION  FUNDS 

7  SEC.  101.  INCREASE  IN  AND  EXTENSION  OF  FEDERAL  CON- 

8  TRIBUTION. 

9  (a)  In  General. — Section  144(a)  of  the  District  of 

10  Columbia  Retirement  Reform  Act  (sec.   l-724(a),  D.C. 

1 1  Code)  is  amended — 

12  (1)  in  the  matter  preceding  paragraph  (1),  by 

13  striking  "2004—"  and  inserting  "2035  the  following 

14  amounts:"; 

15  (2)  in  paragraph  (1) — 

16  (A)  by  striking  "as"  and  inserting  "As", 

17  and 

18  (B)  by  striking  "Fund,  the  sum"  and  all 

19  that     follows     and     inserting     the     following: 

20  "Fund— 

21  "(A)   for  each   fiscal  year  through   fiscal 

22  year  1995,  the  sum  of  $34,170,000,  reduced  by 

23  the   amount  of  any  reduction   required  under 

24  section  145(c), 
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1  "(B)    for   fiscal   year    1996,    the   sum   of 

2  $35,879,000,   reduced  by  the   amount  of  any 

3  such  reduction,  and 

4  "(C)  for  fiscal  year  1997  and  each  subse- 

5  quent  fiscal  year,  the  amount  calculated  in  ac- 

6  cordance  \\ith  this  paragraph  for  the  previous 

7  fiscal  year  increased  by  5  percent,  reduced  by 

8  the  amount  of  any  such  reduction;"; 

9  (3)  in  paragraph  (2) — 

10  (A)  by  striking  "as"  and  inserting  "As", 

11  and 

12  (B)  by  striking  "Fund,  the  sum"  and  all 

13  that     follows     and     inserting     the     follo\dng: 

14  "Fund- 
is  "(A)    for   each   fiscal  year   through   fiscal 

16  year  1995,  the  sum  of  $17,680,000, 

17  "(B)    for   fiscal   year    1996,    the    sum   of 

18  $18,564,000,  and 

19  "(C)  for  fiscal  year  1997  and  each  subse- 

20  quent  fiscal  year,  the  amount  calculated  in  ac- 

21  cordance  \nth  this  paragraph  for  the  previous 

22  fiscal  year  increased  by  5  percent;  and";  and 

23  (4)  in  paragraph  (3) — 

24  (A)  by  striking  "as"  and  inserting  "As", 

25  and 
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1  (B)  by  striking  "P\ind,  the  sum"  and  all 

2  that     follows     and     inserting     the     following: 

3  "Fund— 

4  "(A)   for  each   fiscal  year  through   fiscal 

5  year  1995,  the  sum  of  $220,000, 

6  "(B)    for   fiscal  year    1996,    the   sum   of 

7  $231,000,  and 

8  "(C)  for  fiscal  year  1997  and  each  subse- 

9  quent  fiscal  year,  the  amount  calculated  in  ac- 

10  eordance  with  this  paragraph  for  the  previous 

11  fiscal  year  increased  by  5  percent.". 

12  (b)  Conforming  Amendments. — The  District  of 

13  Columbia  Retirement  Reform  Act  is  amended — 

14  (1)  in  section  144(e)  (sec.1-724,  D.C.  Code)— 

15  (A)  by  striking  "2004"  in  paragraph  (1) 

16  and  inserting  "2035",  and 

17  (B)  by  striking  paragraph  (2); 

18  (2)  in  section  145  (sec.  1-725,  D.C.  Code),  by 

19  striking  "2004"  each  place  it  appears  in  subsections 

20  (a)(1)  and  (c)(1)  and  inserting  "2035";  and 

21  (3)  in  section   162(d)   (sec.   l-732(d)(l),  D.C. 

22  Code),  by  striking  paragraph  (5). 
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1  TITLE  II— CHANGES  IN 

2  RETIREMENT  BENEFITS 

3  Subtitle  A — Police  Officers'  and 

4  Fire  Fighters'  Contribution 

5  SEC.  201.  INCREASE  IN  CONTRIBUTION. 

6  The  first  sentence  of  subsection  (d)(1)  of  the  Police- 

7  men  and  Firemen's  Retirement  and  Disability  Act  (sec. 

8  4— 612(a),  D.C.  Code)  is  amended  by  inserting  after  "per 

9  centum"  the  following:  "(or,  with  respect  to  a  member  who 

10  is  an  officer  or  member  of  the  Metropolitan  Police  force 

11  or  the  Fire  Department  of  the  District  of  Columbia,  8  per 

12  centum  for  each  pay  period  which  begins  on  or  after  Octo- 

13  ber  1,  1995)". 

14  SEC.  202.  ESTABUSHMENT  OF  SINGLE  ANNUAL  COST-OF- 

15  LIVING  ADJUSTMENT. 

16  Subsection  (m)  of  the  Policemen  and  Firemen's  Re- 

17  tirement  and  Disability  Act  (sec.  4—624,  D.C.  Code)  is 

1 8  amended — 

19  (1)  in  paragraph  (2),  by  striking  "the  Mayor 

20  shall"  and  all  that  follows  and  inserting  the  follow- 

21  ing:  "on  January  1  of  each  year  (or  within  a  reason- 

22  able  time  thereafter),  the  Mayor  shall  determine  the 

23  per  centum  change  in  the  price  index  for  the  preced- 

24  ing  year  by  determining  the  difference  between  the 

25  index  published  for  December  of  the  preceding  year 
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1  and  the  index  published  for  December  of  the  second 

2  preceding  year.";  and 

3  (2)  by  amending  paragraph  (3)  to  read  as  fol- 

4  lows: 

5  "(3)(A)  If  (in  accordance  with  paragraph  (2))  the 

6  Mayor  determines  in  a  year  (beginning  with  1997)  that 

7  the  per  centum  change  in  the  price  index  for  the  preceding 

8  year  indicates  a  rise  in  the  price  index,  each  annuity  hav- 

9  ing  a  commencing  date  on  or  before  March  1  of  the  year 

10  shall,  effective  March  1  of  the  year,  be  increased  by  an 

1 1  amount  equal  to — 

12  "(i)  in  the  case  of  an  annuity  having  a  com- 

13  mencing  date  on  or  before  March  1  of  such  preced- 

14  ing  year,  the  per  centum  change  computed  under 

15  paragraph  (2),  adjusted  to  the  nearest  Vio  of  1  per 

16  centum;  or 

17  "(ii)  in  the  case  of  an  annuity  having  a  com- 

18  mencing  date  after  March  1  of  such  preceding  year, 

19  a  pro  rata  increase  equal  to  the  product  of — 

20  "(I)   Vi2  of  the  per  centum  change  com- 

21  puted  under  paragraph  (2),  multiplied  by 

22  "(II)  the  number  of  months  (not  to  exceed 

23  12  months,  counting  any  portion  of  a  month  as 

24  an  entire  month)   for  which  the  annuity  was 

25  payable  before  the  effective  date  of  the  increase, 
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7 

1  adjusted  tx)  the  nearest  Vio  of  1  per  centum. 

2  "(B)  On  January  1,  1996  (or  within  a  reasonable 

3  time  thereafter),  the  Mayor  shall  determine  the  per  cen- 

4  turn  change  in  the  price  index  published  for  December 

5  1995  over  the  price  index  published  for  June  1995.  If  such 

6  per  centum  change  indicates  a  rise  in  the  price  index,  ef- 

7  fective  March  1,  1996— 

8  "(i)  each  annuity  having  a  commencing  date  on 

9  or  before  September  1,  1995,  shall  be  increased  by 

10  an  amount  equal  to  such  per  centum  change,  ad- 

1 1  justed  to  the  nearest  Vio  of  1  per  centum;  and 

12  "(ii)  each  annuity  having  a  commencing  date 

13  after  September  1,  1995,  and  on  or  before  March  1, 

14  1996,  shall  be  increased  by  a  pro  rata  increase  equal 

15  to  the  product  of — 

16  "(I)  Ve  of  such  per  centum  change,  multi- 

17  plied  by 

18  "(H)  the  number  of  months  (not  to  exceed 

19  6  months,  counting  any  portion  of  a  month  as 

20  an  entire   month)    for  which  the   annuity  was 

2 1  payable  before  the  effective  date  of  the  increase, 

22  adjusted  to  the  nearest  Vio  of  1  per  centum.". 
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1  SEC.  203.  EQUALIZATION  OF  CONTRIBUTION  RULES  FOR 

2  FORMER  RETIREES. 

3  (a)  In  General.— Section  209(a)(2)(B)  of  the  Dis- 

4  trict  of  Columbia  Retirement  Reform  Act  (sec.  4-625(2), 

5  D.C.  Code)  is  amended  by  striking  "having  a  commencing 

6  date  after  the  effective  date  of  such  amendment.". 

7  (b)  Repeal  of  Relief  Allowance  or  Compensa- 

8  TION  Increase. — Section  301  of  the  District  of  Columbia 

9  Police  and  Firemen's  Salary  Act  of  1953   (sec.  4-605, 
10  D.C.  Code)  is  repealed. 

11  Subtitle  B — Teachers'  Contribution 

12  SEC.  211.  INCREASE  IN  CONTRIBUTION. 

13  The  first  sentence  of  section  1  of  the  Act  entitled  "An 

14  Act  for  the  retirement  of  public-school  teachers  in  the  Dis- 

15  trict  of  Columbia",  approved  August  7,  1946  (sec.  31- 

16  1221(a),  D.C.  Code),  is  amended  by  inserting  after  "per 

17  centum"  the  following:  "(or,  ^vith  respect  to  each  pay  pe- 

18  riod  which  begins  on  or  after  October  1,  1995,  8  per  cen- 

19  tum)". 

20  SEC.  212.  ESTABUSHMENT  OF  SINGLE  ANNUAL  COST-OF- 

21  LIVING  ADJUSTMENT. 

22  Section  21(b)  of  the  Act  entitled  "An  Act  for  the  re- 

23  tirement  of  public-school  teachers  in  the  District  of  Co- 

24  Inmbia",  approved  August  7,  1946  (sec.  31-1241(b),  D.C. 

25  Code)  is  amended — 
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9 

1  (1)  in  paragraph  (1),  by  striking  "The  Mayor 

2  shall — "  and  all  that  follows  and  inserting  the  fol- 

3  lowing:  "On  January  1  of  each  year  (or  within  a 

4  reasonable  time  thereafter),  the  Mayor  shall  deter- 

5  mine  the  per  centum  change  in  the  price  index  for 

6  the  preceding  year  by  determining  the  difference  be- 

7  tween  the  index  published  for  December  of  the  pre- 

8  ceding  year  and  the  index  published  for  December  of 

9  the  second  preceding  year.";  and 

10  (2)  by  amending  paragraph  (2)  to  read  as  fol- 

1 1  lows: 

12  "(2) (A)  If  (in  accordance  with  paragraph  (1))  the 

13  Mayor  determines  in  a  year  (beginning  with  1997)  that 

14  the  per  centum  change  in  the  price  index  for  the  preceding 

15  year  indicates  a  rise  in  the  price  index,  each  annuity  hav- 

16  ing  a  commencing  date  on  or  before  March  1  of  the  year 

17  shall,  effective  March  1  of  the  year,  be  increased  by  an 

18  amount  equal  to— 

19  "(i)  in  the  case  of  an  annuity  having  a  com- 

20  meneing  date  on  or  before  March  1  of  such  preced- 

21  ing  year,  the  per  centum  change  computed  under 

22  paragraph  (1),  adjusted  to  the  nearest  Vio  of  1  per 

23  centum;  or 
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10 

1  *'(ii)  in  the  case  of  an  annuity  having  a  com- 

2  mencing  date  after  March  1  of  such  preceding  year, 

3  a  pro  rata  increase  equal  to  the  product  of — 

4  "(I)   Vi2  of  the  per  centum  change  com- 

5  puted  under  paragraph  (1),  multiphed  by 

6  "(II)  the  number  of  months  (not  to  exceed 

7  12  months,  counting  any  portion  of  a  month  as 

8  an  entire  month,    for  which  the   annuity  was 

9  payable  before  the  effective  date  of  the  increase, 

10  adjusted  to  the  nearest  Vio  of  1  per  centum. 

11  "(B)  On  January  1,   1996  (or  within  a  reasonable 

12  time  thereafter),  the  Mayor  shall  determine  the  per  cen- 

13  tum  change  in  the  price  index  published  for  December 

14  1995  over  the  price  index  published  for  June  1995.  If  such 

15  per  centum  change  indicates  a  rise  in  the  price  index,  ef- 

16  fective  March  1,  1996— 

17  "(i)  each  annuity  having  a  commencing  date  on 

18  or  before  September  1,  1995,  shall  be  increased  by 

19  an  amount  equal  to  such  per  centum  change,  ad- 

20  justed  to  the  nearest  Vio  of  1  per  centum;  and 

21  "(ii)  each  annuity  having  a  commencing  date 

22  after  September  1,  1995,  and  on  or  before  March  1, 

23  1996,  shall  be  increased  by  a  pro  rata  increase  equal 

24  to  the  product  of — 
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1  "(I)  Ve  of  such  per  centum  change,  multi- 

2  phed  by 

3  "(11)  the  number  of  months  (not  to  exceed 

4  6  months,  counting  any  portion  of  a  month  as 

5  an  entire  month)   for  which  the  annuity  was 

6  payable  before  the  effective  date  of  the  increase, 

7  ac^usted  to  the  nearest  Vio  of  1  per  centum.". 

8  Subtitle  C — Judges'  Contribution 

9  SEC.  221.  INCREASE  IN  CONTRIBUTION. 

10  (a)  A:mount  of  Withholding. — The  first  sentence 

11  of  section  ll-1563(a),  D.C.  Code,  is  amended  by  inserting 

12  after  "per  centum"  the  following:  "(or,  v/ith  respect  to 

13  each  pay  period  which  begins  on  or  after  October  1,  1995, 

14  4V2  per  centum)". 

15  (b)  CoinpuTATiON  OP  Retirement  Salary. — Sec- 

16  tion  ll-1564(d)(l),  D.C.  Code,  is  amended  by  inserting 

17  after  "United  States  Code,"  the  following:  "with  respect 

18  to  services  performed  before  October  1,  1995,  and  equal 

19  to  4V2  per  centum  of  such  salary-,  pay,  or  compensation 

20  with  respect  to  services  performed  on  or  after  October  1, 

21  1995,". 

22  TITLE  III— EFFECTIVE  DATE 

23  SEC.  301.  EFFECTIVE  DATE. 

24  The  amendments  made  by  this  Act  shall  take  effect 

25  October  1,  1995. 
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OPENING  STATEMENT  OF  CHAIRMAN  McDERMOTT 

Mr.  McDermott.  Good  morning.  This  hearing  is  the  first  time  in 
15  years  that  Congress  has  addressed  the  serious  financial  weak- 
ness of  the  pension  systems  for  the  District  of  Columbia's  police, 
fire  fighters,  teachers  and  judges.  Fifteen  years  ago  this  problem 
was  recognized,  and  the  responsibility  of  Congress  was  admitted. 
But  the  solution  enacted  by  the  Congress  was  far  short  of  what  was 
needed. 

Members  at  that  time  hoped  to  make  the  pension  systems  actu- 
arially sound.  But  as  the  GAO  study  has  shown,  in  1979  Congress 
left  the  District  with  an  unfunded  liability. 

Today  the  clock  continues  to  tick  and  we  must  face  the  fact  that 
the  soundness  of  the  pension  systems  created  by  Congress  over  50 
years  ago  is  in  jeopardy.  H.R.  4728  provides  a  balanced,  fair  shar- 
ing of  the  cost  of  real  actuarial  soundness. 

All  Groups  Share  the  Cost 

Retirees  who  contributed  to  the  fund  during  their  working  years 
are  being  asked  to  accept  a  reduction  of  their  annual  COLAs.  Em- 
ployees will  contribute  an  increase  in  their  payroll  deduction  to  8 
percent.  The  District  will  continue  to  fullfil  the  employer's  share  to 
the  fund  and  Congress  will  extend  its  contributions  for  a  series  of 
years  until  the  fund  has  grown  and  is  able  to  pay  a  large  share  of 
each  monthly  pension  check  from  earnings  on  investments.  A  5 
percent  escalator  will  prevent  Congress'  share  from  being  eaten 
away  by  inflation. 

Under  House  Rule  XI,  clause  2(d),  in  the  absence  of  a  sub- 
committee Chair,  the  next  ranking  member  of  the  majority  party 
present  is  authorized  to  chair  the  meeting.  But  I  am  here  today. 

Ms.  Norton,  do  you  have  an  opening  statement? 

OPENING  STATMENT  OF  MS.  NORTON 

Ms.  Norton.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  introduced  the  District  of  Columbia  Pension  Li- 
ability Funding  Reform  Act  of  1994,  H.R.  3728,  on  the  first  day  of 
the  Second  Session,  to  emphasize  its  importance  to  the  fiscal  stabil- 
ity of  the  District  of  Columbia.  As  today's  hearing  is  being  held, 
less  than  60  legislative  days  are  left  in  this  session.  I  hope  that 
this  bill  can  be  reported  speedily,  bearing  in  mind  the  need  for  Sen- 
ate action  and  its  importance  to  a  city  suffering  from  an  acute  fi- 
nancial crisis  to  which  unfunded  pension  liability  has  contributed 
significantly  and  unfairly. 

H.R.  3728 

My  bill  essentially  tracks  the  recommendation  of  the  1990  report 
of  the  independent  Commission  on  Budget  and  Financial  Priorities 
of  the  District  of  Columbia  chaired  by  Dr.  Alice  Rivlin,  now  Deputy 
Director  of  the  Office  of  Management  and  Budget.  The  bill  adopts 
an  actuarially  sound  method  for  the  pension  funds,  increases  the 
contribution  of  the  Federal  Government  by  the  rate  of  inflation  at 
an  estimated  5  percent  over  the  next  40  years,  assures  increases 
in  District  payments,  reduces  the  frequency  of  cost-of-living  adjust- 
ments of  retirees  from  twice  to  once  per  year,  and  raises  employee 
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contributions  to  retirement  plans  from  7  to  8  percent  of  pay  for  po- 
lice, fire  fighters,  and  teachers,  and  from  3.5  to  4.5  percent  for 
judges. 

H.R.  3728  also  tracks  Federal  pension  policy.  The  Federal  Gov- 
ernment amortizes  payments  at  a  rate  of  5.75  percent  annually  for 
the  military  retirement  system. 

The  Pension  Plans  and  the  Unfunded  Liability 

The  Congress  established  three  separate  benefit  pension  plans:  a 
plan  for  police  officers  and  fire  fighters  was  initiated  in  1916;  the 
plan  for  teachers,  1920,  and  the  plan  for  judges,  1970.  Benefit  lev- 
els were  established  at  a  time  when  District  employees  were  Fed- 
eral employees,  and  thus  are  the  same  or  comparable  pensions  as 
other  Federal  employees. 

In  1979,  the  Congress  passed  the  District  of  Columbia  Retire- 
ment Reform  Act  and  transferred  $2  billion  in  unfunded  liability 
for  pension  benefits  from  the  Federal  Government  to  the  residents 
of  the  District  of  Columbia.  That  amount  has  since  become  almost 
$5  billion,  almost  all  of  it  interest  on  the  original  $2  billion  in  un- 
funded liability. 

The  pension  benefits  required  by  the  Federal  Government  were 
provided  on  a  pay-as-you-go  basis  with  payments  covering  benefits 
for  that  year  only.  There  was  apparently  never  any  intent  to  fully 
eliminate  the  unfunded  liability  according  to  the  GAO. 

Unlike  the  District  government  to  whom  the  bulk  of  this  debt 
has  fallen,  the  Congress  has  had  access  to  the  U.S.  Treasury  in  the 
annual  Federal  appropriations  process.  Since  fiscal  year  1980,  the 
$2  billion  in  unfunded  liability  has  increased  to  about  $4.9  billion. 
According  to  a  1992  GAO  report,  the  $2  billion  plus  interest  ac- 
crued since  that  time,  or  $3.7  billion,  accounts  for  75  percent  of  the 
current  unfunded  pension  liability.  Only  $79  million  has  been  paid 
directly  to  pensioners. 

Although  the  benefits  to  District  employees  set  by  Congress  are 
generous  by  today's  standards,  the  cost  of  the  benefits  to  the  retir- 
ees is  tiny  compared  to  the  bulk  of  the  costs  now  being  borne  al- 
most entirely  by  District  of  Columbia  taxpayers  in  interest  pay- 
ments. 

Contributions  Under  the  Current  Act 

Under  the  act,  the  Federal  Government  contributes  a  fiat  $52.1 
million  annually.  The  District  contributed  $307.2  million  in  1993 
from  its  annual  operating  budget,  or  more  than  five  times  the  Fed- 
eral contribution,  an  amount  which  is  almost  entirely  interest  on 
the  original  Federal  unfunded  liability. 

The  $52.1  million  Federal  contribution  for  the  15-year  period  be- 
tween 1980  and  1984  totals  $729  million.  If  the  annual  contribu- 
tion had  instead  increased  in  real  dollars  by  an  inflation  rate  of  5 
percent  per  year  since  1980,  the  current  Federal  contribution  level 
would  be  not  $52.1  milhon  but  $103.1  million  this  year,  and  the 
total  contribution  since  1980  would  have  been  $1,123  billion  rather 
than  $729  million. 

Conversely,  if  the  Federal  contribution  had  been  increased  5  per- 
cent annually,  the  D.C.  payment  for  1994  would  be  $256.2  milhon. 
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Thus,  even  using  a  fair  inflation  rate,  rather  than  a  flat  rate  for 
the  $52.1  million  Federal  contribution,  the  District  would  still  have 
been  left  with  the  overwhelming  responsibility  for  liability  it  did 
not  create. 

The  importance  of  this  legislation  to  the  health  and  stability  of 
the  District  cannot  be  overemphasized.  Without  legislation,  the  un- 
funded liability  will  reach  $7.7  billion  by  2005,  an  amount  inde- 
scribably out  of  reach  for  a  city  which  has  had  trouble  making  far 
more  modest  payments  this  very  year. 

Year  2004  Will  Bring  Harm 

By  the  year  2004,  when  the  current  legislation  expires,  pension 
and  interest  payments  will  almost  double  to  15  percent  of  the  Dis- 
trict's operating  budget,  making  todays  fiscal  crisis  in  the  city  look 
like  much  better  da^s.  Without  H.R.  3728,  irreparable  harm  will 
result  to  the  city,  the  pensioners,  and  to  city  employees. 

Under  current  law,  absent  the  unfunded  liability  portion,  the 
contribution  by  the  District  of  Columbia  would  be  only  $141.9  mil- 
lion, or  $158.1  million  less  than  the  annual  $307.2  million  payment 
last  year. 

The  reason  for  the  discrepancy  is  that  fully  $158  million  of  the 
District  contribution  is  not  applied  to  the  current  cost  of  funding 
the  benefits  to  active  employees.  Rather,  the  $158  million  portion 
is  applied  to  the  unfunded  liability.  And  yet,  that  $158  million  is 
still  not  nearly  enough  to  prevent  the  massive  unfunded  pension  li- 
ability from  increasing. 

District  Share  Much  Larger  Than  Federal 

H.R.  3728  requires  the  Federal  Government  to  increase  its  con- 
tribution by  5  percent  annually  starting  in  1996.  This  means  an  in- 
crease in  fiscal  year  1996  of  only  $2.6  million,  or  $54.7  million  in- 
stead of  the  $52.1  million.  Contrast  this  amount  to  the  extra  $158 
million  that  the  District  pays  solely  for  unfunded  liability.  Most  of 
the  great  inequity  between  the  District  and  the  Federal  contribu- 
tions would  remain  even  after  H.R.  3728  is  enacted. 

This  bill  would  enact  the  plan  that  is  a  result  of  many  months 
of  intensive  and  cooperative  work  by  all  concerned — representatives 
from  the  affected  employee  groups,  retirees,  the  council,  the  may- 
or's office,  the  District  of  Columbia  Retirement  Board,  the  Commit- 
tee on  the  District  of  Columbia  and  the  General  Accounting  Office. 

Council  Passes  Bill  10-515 

On  May  4th,  1994,  Mayor  Kelly  signed  Bill  10-515,  the  "Full 
Funding  of  Pension  Liability  Retirement  Reform  Act  of  1994," 
which  had  been  swiftly  passed  by  the  council.  She  wrote  Senator 
Jim  Sasser,  Chair  of  the  Subcommittee  of  General  Services,  to  in- 
troduce a  Senate  companion  bill  to  my  bill. 

District  employees  and  retirees  as  well  as  the  District  govern- 
ment itself,  despite  its  own  acute  financial  crisis,  are  held  to  bur- 
densome sacrifices.  It  is  rare  indeed  for  em.ployees  and  retirees  to 
lose  pension  benefits.  When  the  Federal  Government  reduced  pen- 
sion benefits,  it  left  the  benefits  of  existing  employees  untouched 
and  applied  a  schedule  of  reduced  benefits  only  to  new  employees. 
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The  action  I  am  urging  for  the  District,  therefore,  is  far  more 
than  I  am  asking  of  my  colleagues.  District  retirees  and  employees 
had  nothing  to  do  with  the  problem  of  unfunded  pension  liability 
created  at  a  time  when  they  did  not  have  even  limited  self-govern- 
ment. 

Prior  to  home  rule.  Congress  alone  established  the  retirement 
plans.  Congress  alone  failed  to  provide  sufficient  funding.  It  is  the 
retirees,  the  employees,  the  mayor  and  the  council  who  today  de- 
serve praise  for  taking  the  initiative. 

The  least  Congress  can  do  is  to  follow  their  lead. 

Thank  you,  Mr.  Chairman. 

Mr.  McDermott.  Thank  you,  Ms.  Norton. 

Without  objection,  the  statement  of  the  full  committee  Chair,  Mr. 
Stark,  is  admitted  to  the  record. 

[The  prepared  statement  of  Mr.  Stark  follows:] 
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I  want  to  thank  Congressman  Jim  McDermott  for  agreeing  to  hold  this 
subcommittee  hearing  on  H.R.  3728,  the  "District  of  Columbia  Pension  Liability 
Funding  Reform  Act."  And,  I  commend  my  colleague,  Congresswoman  Eleanor 
Holmes  Norton,  for  her  leadership  on  this  issue. 

When  Congress  last  addressed  the  District's  pension  system  in  1979,  the  pay- 
as-you-go  financing  of  benefits  had  created  an  unfunded  liability  of  $2.65 
billion,  as  calculated  by  the  U.S.  Department  of  the  Treasury.  The  25-year, 
$52.1  million  annual  Federal  contribution  enacted  at  the  time  only  partially 
funded  the  outstanding  liability.  The  gap  between  projected  receipts  and 
obligations  has  grown  today  to  $4.9  billion. 

There  is  no  doubt  that  the  Federal  Government  bears  significant  responsibility 
for  closing  this  gap.  However,  before  I  ask  my  colleagues  to  support 
additional  Federal  funding  for  this  program,  the  District  must  adopt  legislation 
in  three  critical  areas:  establishment  of  a  different  program  for  new 
employees;  changes  to  the  administration  of  the  Retirement  Board;  and, 
assurances  the  city  will  make  full  and  timely  payments  to  the  retirement  funds. 

First,  the  benefits  Congress  enacted  for  the  District's  retirement  programs  are, 
by  most  accounts,  quite  generous,  particularly  the  twice-a-year  cost  of  living 
adjustment  at  the  full  Consumer  Price  Index.  H.R.  3728  would  ease  some  of 
the  impact  of  these  benefits  on  the  District's  treasury  by  limiting  COLAs  to 
once-a-year  and  Increasing  employee  contributions  to  the  funds. 

I  acknowledge  Congressional  responsibility  for  the  financial  burden  of  these 
benefits  on  the  District  for  the  years  the  Federal  government  controlled  the 
system.     Nonetheless,  since  1980  the  District  has  had  control  over  retirement 
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systems  for  new  hires  and  has  not  yet  developed  a  new  program  with  less 
costly  and  more  reasonable  benefits. 

Existing  benefits  are  based  on  the  pre-1980s  Federal  Civil  Service  Retirement 
System.  The  Congress  eliminated  the  twice-a-year  COLAs  for  federal  civil 
service  retirees  in  1982,  and  we  put  new  hires  in  a  new,  defined  contribution 
program  (FERS)  in  1986.  FERS  is  a  far  less  expensive  program,  tied  to  Social 
Security,    with  a  3%  cap  on  COLAs. 

Any  increase  in  the  Federal  contribution  to  the  Retirement  Fund  will  result  in 
savings  to  the  District.  Those  savings  must  not  be  squandered  in  future  years 
on  unnecessarily  costly  retirement  benefits.  Before  I  support  any  increased 
Federal  contribution  to  the  existing  program,  I  want  to  see  a  new  program  in 
existence  for  new  hires  with  retirement  benefits  no  more  generous  than  those 
for  FERS.  This  directive  in  no  way  precludes  the  collective  bargaining  process 
from  yielding  a  fair  retirement  program  for  future  employees. 

Second,  within  the  last  year  both  the  D.C.  City  Council's  Government 
Operations  Committee  and  a  pension  task  force  convened  by  Congresswoman 
Norton  have  looked  at  the  Retirement  Board's  management,  and  investment 
policies  and  practices.  A  recurring  theme  in  both  reports  is  an  over-reliance 
on  outside  consultants  for  investment  advice  and  a  need  for  scrutiny  of  Board 
member  fiduciary  and  ethical   guidelines. 

The  existing  Federal  contribution,  as  well  as  that  proposed  by  the  legislation 
before  us  today,  goes  directly  into  an  asset  fund  controlled  by  the  Retirement 
Board.  It  is  well  documented  that  the  investment  performance  of  the  fund  over 
the  years  has  been  less  than  stellar.  Before  we  authorize  what  amounts  to 
billions    from    U.S.    taxpayers    over   the    next    35    years    to    that    fund,    I    want 
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assurances  that  the  Retirement  Board  will  be  better  managed  and  the  assets 
prudently   invested. 

To  that  end,  the  Board  needs  to  create  an  independent  chief  investment  officer 
position  and  also  a  position  for  a  chief  compliance  officer.  The  various  task 
force  reports  also  contain  sensible  recommendations  regarding  the 
consolidation  of  administrative  functions. 

Finally,  there  is  the  issue  of  the  city's  payments  to  the  pension  funds.  While  I 
believe  it  is  perfectly  clear  in  existing  law  that  the  city  is  legally  obligated  to 
make  its  quarterly  contributions  in  full  and  on  time,  I  want  assurances  that  no 
questions  remain  about  the  letter  and  spirit  of  that  law.  It  is  quite  unfortunate 
that  the  Retirement  Board  had  to  sue  the  city  to  ensure  that  the  District  makes 
full  and  timely  payments  to  the  pension  fund. 

D.C.  City  Council  Chairman  David  Clarke  recently  introduced  legislation  to  put 
new  police  officers,  fire  fighters,  and  teachers  in  a  less  costly,  defined 
contribution  plan.  And,  the  Retirement  Board  has  created  a  new  committee  to 
look  into  internal  administrative  reforms.  While  these  are  steps  in  the  right 
direction,  they  do  not  go  far  enough;  concrete  changes  must  occur. 

Today's  hearing  marks  the  first  stage  in  the  process  to  resolve  the  Federal 
obligation  for  eliminating  of  the  burgeoning  unfunded  pension  liability.  By  the 
time  we  proceed  to  full  Committee  markup,  I  trust  that  the  issues  I  raise  today 
will  have  been  adequately  resolved  at  the  local  level. 

Thank  you. 
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Mr.  McDermott.  All  Members  may  revise  and  extend  their  re- 
marks for  the  record.  The  record  of  this  hearing  will  remain  open 
for  2  weeks.  Extension  of  remarks  by  Members  and  written  an- 
swers by  witnesses  should  be  submitted  to  committee  offices  in 
1309  Longworth  by  June  29th. 

Mr.  Ballenger,  do  you  have  a  statement? 

Mr.  Ballenger.  Thank  you,  Mr.  Chairman. 

I  would  like  to  submit  Mr.  Saxton's  statement  for  the  record  and 
other  material. 

Mr.  McDermott.  Without  objection,  so  ordered. 

[The  prepared  statement  of  Mr.  Saxton  follows:] 


22 

CongtEslg  of  tfje  ZHniteb  ^tateg 

aaasfjington.  S£  20515 


STATEMENT  OF  REP.  JIM  SAXTON 

ON  H.R.  3728 

DISTRICT  OF  COLUMBIA  PENSION  LIABILITY  FUNDING  REFORM  ACT  OF  1994 

JUNE  14,  1994 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  comment  on  H.R.  3728,  the  "District 
of  Columbia  Pension  Liability  Funding  Reform  Act  of  1994."  I  share  the  concern,  so  often 
voiced  over  the  past  several  months  by  members  of  this  Committee,  District  officials,  and  the 
media,  that  funding  of  the  retirement  systems  has  become  an  increasing  burden  to  the  District's 
annual  budget.  However,  the  demands  on  the  District's  budget  is  only  one  of  the  factors  which 
need  to  be  fully  understood.  Today's  hearing  is  an  important  beginning  step  in  the  educational 
process  which  is  necessary  before  agreement  can  be  reached. 

It  is  a  popular  notion  in  the  Distnci  '.o  simply  blame  Congress  for  the  liability  problem 
now  being  faced.  But  in  reviewing  the  history  of  the  retirement  systems,  there  seems  to  be 
plenty  of  blame  to  spread  around.  Three  years  ago,  former  Councilman  John  Wilson,  for 
example,  told  this  Committee  that  he  had  been  trying  to  get  the  District  government  to  focus  on 
the  problem  for  years,  to  no  avail.  The  retirement  systems  are  in  a  deep  hole  because  Congress 
in  the  1970s  and  the  District  in  the  1980s  crept  slowly  towards  reform. 

The  District  of  Columbia  Retirement  Reform  Act,  approved  November  17,  1979,  has 
been  roundly  criticized  for  starting  the  District  out  with  a  deficit.  For  the  record,  in  1978 
President  Carter  vetoed  legislation  which  would  have  provided  a  higher  federal  contribution  to 
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the  retirement  system.  He  vetoed  the  first  reform  bill  because  he  believed  it  overstated  the 
federal  responsibility  for  the  unfunded  liability  and  because  of  abuses  in  the  disability 
retirements. 

One  of  the  criticisms  leveled  today  is  that  the  federal  government  has  underfunded  its 
share  for  those  police  officers  and  firemen  who  are  on  disability.  Congress  and  the  President 
reacted  to  reports  of  abuse  in  the  system.  In  1978,  the  year  before  the  retirement  legislation, 
Congress  found  that  81  percent  of  police  and  firefighter  retirees  received  a  disability  pension, 
the  highest  rate  of  any  major  city  in  the  nation.  By  comparison,  only  two  out  of  fourteen  other 
cities  had  a  disability  rate  of  over  50  percent.  Half  of  the  cities  had  rates  of  less  than  20 
percent. 

Between  1966  and  1977,  the  average  percentage  of  disability  retirements  was  over  75 
percent.  Normal  service  retirement  was  the  exception  rather  than  the  rule.  Yet  Congress  also 
found  that  of  there  were  more  individuals  who  retired  on  disability  who  were  working  than  those 
who  were  not.  I  recognize  that  current  law  contains  a  provision  that  restricts  the  federal 
contribution  to  the  fund,  should  the  number  of  police  and  firefighters  that  retire  on  disability  be 
greater  than  a  number  devised  from  a  specific  formula.  However,  the  costs  associated  with  so 
many  of  these  prior  disability  retirements  have  caused  significant  increase  in  the  unfunded 
liability. 

Another  reason  the  liability  began  growing  nearly  instantly  is  that  Congress  included  a 
formula  for  the  District's  own  contribution  to  the  system.  While  we  may  disagree  with  the 
approach  used  today,  it  appears  that  at  the  time.  Congress  was  attempting  to  shield  the  District 
government  from  immediate  financial  burdens.   The  1979  Retirement  Reform  Act  provided  for 
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a  less  expensive  method  of  financing  mainly  because  the  District  could  not  afford  to  pay  for  the 
method  of  financing  defined  benefit  pension  plans  required  by  federal  law  for  private  sector 
employers.  The  rationale  at  the  time  was  to  delay  some  of  those  burdens  for  25  years,  until  the 
District  revenues  could  grow  to  meet  the  demands  of  the  system.  That  formula  is  now  catching 
up  with  us,  creating  ever  greater  demands  on  the  budget,  but  the  District  has  known  about  the 
potential  problems  for  some  time.  The  combination  of  a  stagnant  economy  and  lack  of  planning 
makes  the  situation  even  worse  today. 

In  searching  for  a  solution,  this  Committee  cannot  overlook  the  federal  contribution  to 
the  retirement  of  other  District  employees  who  are  not  covered  by  these  three  retirement 
systems.  Police,  firefighters,  judges,  and  teachers  account  for  about  35  percent  of  the  District 
work  force.  Other  District  employees  hired  before  October  1,  1987  are  covered  under  the 
Federal  Civil  Service  Retirement  System.  As  such,  taxpayers  across  the  country  provide 
significant  support  to  these  workers  and  retirees  as  well. 

I  am  encouraged  that  H.R.  3728  reflects  a  shared  response  from  all  parties,  including 
employees  and  retirees  as  well  as  the  District  and  federal  governments.  Each  party  obviously 
wants  to  mitigate  its  own  financial  exposure.  For  this  reason  alone,  the  reform  process  may  take 
longer  than  originally  anticipated.  But  I  also  believe  that  the  process  has  been  further 
complicated  by  the  controversies  surrounding  the  District's  payments  to  the  retirement  system 
and  the  management  review  of  the  retirement  board.  With  billions  of  dollars  at  stake.  Congress 
has  an  important  interest  in  the  investment  performance  of  the  Board  and  should  be  secure  with 
the  knowledge  that  appropriate  measures  are  being  taken  to  implements  many  of  the 
recommendations  for  reform.  .   ., 
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These  issues  are  certainly  not  going  to  be  resolved  in  a  single  hearing.    I  look  forward 
to  working  with  my  colleagues  as  we  begin  this  phase  of  the  process. 


26 

STATEMENT  OF  HON.  CASS  BALLENGER 

Mr.  Ballenger.  Mr.  Chairman,  I  welcome  the  opportunity  to 
begin  the  examination  of  the  District's  unfunded  pension  liability. 

I  would  like  to  say  at  the  outset  that  I  certainly  recognize  that 
if  this  unfunded  liability  is  not  addressed  by  Congress  and  all  the 
involved  parties,  it  will  continue  to  grow  until  it  becomes  a  problem 
of  extraordinary  proportion. 

I  don't  believe  we  are  at  that  point  now,  but  I  am  here  today  be- 
cause I  want  Congress  to  do  the  fair  thing.  In  this  particular  case, 
I  don't  feel  that  this  issue  was  adequately  addressed  in  1979,  and 
I  am  committed  to  taking  whatever  amount  of  time  and  effort  that 
is  necessary  to  ensure  that  it  is  adequately  and  fairly  addressed  for 
the  last  time. 

I  would  like  to  add  for  the  record  that  Mr.  Bliley,  the  Ranking 
Republican  on  the  committee,  has  requested  information  from  GAO 
which  is  still  outstanding.  I  believe  this  information  is  critical  to 
understanding  the  issues  completely  and  creating  an  equitable  so- 
lution that  minimizes  the  financial  impact  of  all  participants. 

H.R.  3728  Not  Only  Solution 

Having  said  that,  I  would  also  contend  there  are  numbers  of 
ways  to  address  this  liability.  H.R.  3728  is  not  the  only  solution  to 
eliminating  the  unfunded  pension  liability.  As  illustrated  in  a 
graph  I  am  submitting  which  represents  a  typical  pension  system, 
there  are  numbers  of  components  that  comprise  the  retirement  sys- 
tem. The  inputs  include  active  participants'  contributions,  employ- 
ers, or  the  District's  contributions,  and  in  this  case  contributions 
from  the  Federal  Government. 

Likewise,  additional  funding  can  be  gained  from  interest  earned 
on  investments  of  these  contributions  and  losses  can  result  from 
unprofitable  investment  practices. 

At  the  same  time,  there  are  also  two  outputs  or  costs  associated 
with  the  system:  retirees'  benefits  and  administrative  costs.  When 
there  is  an  unfunded  liability,  it  merely  means  the  potential  con- 
tributions from  all  those  that  provide  funds  for  the  system  and  any 
interest  earned  on  these  potential  contributions  does  not  come  to 
the  potential  or  anticipated  costs  of  the  benefits  earned  by  those 
participants. 

Increase  Inputs  or  Decrease  Costs  and  Benefits 

In  this  particular  case,  the  anticipated  costs  are  approximately 
$5  billion  more  than  the  potential  earnings.  This  is  the  problem. 
The  solution  to  this  problem  comes  in  either  increasing  the  inputs 
to  increase  the  funds  or  potential  for  the  funds,  or  decreasing  the 
costs  associated  with  administering  the  plan  and  with  benefits 
earned  by  the  participants. 

I  am  encouraged  by  the  fact  that  the  legislation  we  are  consider- 
ing today  amends  the  contributions  of  the  three  contributors  and 
alters  the  benefits  received  by  retirees. 

This  bill  amortizes  the  unfunded  liability  through  the  year  2035. 
It  increases  the  Federal  Government's  contribution  beginning  at  its 
present  value  of  $52  million  by  5  percent  each  year  through  2035. 
It  reduces  retirees'  COLAs  from  twice  per  year  to  once  per  year.  It 
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increases  participants'  contributions  by  1%.  It  amends  the  formula 
in  order  to  determine  the  District's  payment  as  a  level  percent  of 
pay. 

I  support  legislation  that  would  require  a  commitment  on  the 
part  of  all  participants.  The  impact  of  this  pension  reform  on  the 
District's  budget  should  not  be  the  driving  force  for  hasty  passage 
of  a  solution  that  may  be  reached  through  alternative  means. 

Increase  Federal  Contribution  at  Flat  Rate 

For  example,  I  am  sure  the  liability  could  be  eliminated  if  the 
Federal  contribution  were  extended  and  increased  at  a  flat  rate 
rather  than  an  incremental  level,  especially  based  on  the  fact  that 
the  legislation  requires  a  total  Federal  contribution  of  over  $6  bil- 
lion. 

Furthermore,  this  is  not  the  only  contribution  the  Federal  Gov- 
ernment makes  to  District  retirees.  All  other  employees  of  the  Dis- 
trict hired  before  October  1st,  1987,  fall  under  the  Federal  Govern- 
ment's Civil  Service  Retirement  System. 

If  we  are  to  consider  an  increase  in  the  Federal  Government's 
contribution  to  the  plan  being  considered  today,  we  cannot  ignore 
the  Federal  Government's  contribution  to  these  other  District  em- 
ployees. 

Alternatively,  in  addition  to  different  Federal  contributions,  I 
think  we  should  consider  the  impact  a  limited  cost-of-living  adjust- 
ment to  retirees  might  have  on  unfunded  liability. 

H.R.  3728  provides  for  an  annual  cost-of-living  adjustment  based 
on  that  year's  inflation  rate.  According  to  a  study  of  40  public  em- 
ployee retirement  plans  prepared  by  the  GAO  for  Chairman  Stark 
and  Delegate  Norton,  only  14  of  these  plans  have  a  cost-of-living 
provision  related  to  the  CPI.  And  only  one  of  these  plans  increases 
annuities  by  the  full  CPI  increase. 

Capping  COLAs 

The  13  others  impose  restrictions  on  the  COLAs  by  capping  the 
increases  or  placing  absolute  limits  on  those  increases.  Of  the  re- 
maining 26  plans  that  were  studied,  nine  plans  provided  fixed  in- 
creases, none  of  which  were  over  3  percent.  And  seven  plans  base 
increases  on  investment  performances  or  active  participants'  raises. 
One  plan  is  a  defined  contribution  plan  and  nine  of  these  plans 
have  no  legislative  requirements  for  annual  increases  whatsoever. 

I  suggest  that  we  do  not  eliminate  consideration  of  different 
changes  in  the  retirees'  benefits.  The  Rivlin  Commission,  the  same 
commission  that  recommended  an  annual  5  percent  increase  in  the 
Federal  contribution,  called  for  a  limitation  on  the  COLAs  equal  to 
the  CPI  minus  1  percent. 

Employee  Contribution  Could  Be  Increased 

Additionally,  we  should  not  eliminate  any  consideration  of  active 
participants'  contribution.  In  the  GAO  study  recently,  we  found 
some  plans  included  employee  contributions  of  from  zero  percent  to 
12  percent.  Given  the  range  of  only  40  plans,  it  is  important  to  rec- 
ognize that  careful  analysis  of  these  must  be  conducted  before  we 
find  a  contribution  level  that  would  sufficiently  deal  with  the  un- 
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funded  liability.  And  I  would  suggest  that  we  do  not  ignore  the  re- 
cent concerns  that  have  been  voiced  about  the  retirement  board's 
ability  to  earn  profitable  returns  on  funds  invested. 

I  don't  mean  to  criticize  the  present  D.C.  retirement  board  mem- 
bership because  I  realize  the  board  has  been  successful  in  the  past 
few  years,  often  averaging  over  15  percent  overall  return  on  its  in- 
vestment. I  would  merely  indicate  the  board  may  be  even  more  suc- 
cessful if  the  appropriate  recommendations  mentioned  in  the  recent 
report  of  the  task  force  on  retirement  board  headed  by  Frank 
Raines  are  heeded. 

Clearly  we  cannot  suggest  this  legislation  is  our  only  option. 
However,  without  the  information  we  have  requested  from  GAO  on 
alternative  provisions  and  their  impact  on  liability,  it  is  impossible 
to  take  any  further  action  with  regard  to  eliminating  this  unfunded 
liability. 

Knowing  the  seriousness  of  this  liability,  I  once  again  assert  my 
commitment  to  finding  a  fair  and  final  resolution  to  this  dilemma 
facing  the  District,  Congress,  and  the  employees  and  retirees  af- 
fected. I  look  forward  to  working  with  you  as  we  embark  on  this 
very  important  endeavor. 

Thank  you,  Mr.  Chairman. 

[The  chart  submitted  by  Mr.  Ballenger  follows:] 
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Mr.  McDermott.  Thank  you,  Mr.  Ballenger. 

Although  we  won't  be  timing  and  using  the  red  and  green  Ughts 
today  for  the  witnesses,  the  rules  of  the  committee  are  based  on 
House  Rules.  They  really  contemplate  witnesses  submitting  written 
statements  in  advance,  with  an  oral  presentation  limited  to  kind  of 
a  brief  summary,  and  out  of  consideration  to  the  other  witnesses 
who  are  here  to  appear,  I  hope  that  witnesses  will  try  and  follow 
that. 

We  will  begin  with  a  panel  of  the  Honorable  Sharon  Pratt  Kelly 
and  the  Honorable  David  Clarke,  and  unfortunately  the  Chinese 
say  that  you  should  never  smell  the  flowers  from  the  back  of  a  gal- 
loping horse,  but  Congress  is  a  little  like  that,  and  I  have  to  leave. 
Chairman  Stark  and  I  are  involved  in  Ways  and  Means  trying  to 
write  a  national  health  plan. 

So  I  will  turn  over  the  gavel  to  Ms.  Norton. 

Mr.  Ballenger.  Mr.  Chairman,  also  there  is  another  committee 
writing  up  a  health  care  plan,  namely  Education  and  Labor,  and 
I  am  a  Member  of  that  committee,  so  I  would  like  to  say  that  I  will 
stay  as  long  as  I  can  and  come  back  when  I  can. 

Ms.  Norton  [presiding].  I  want  to  warmly  welcome  Mayor  Kelly 
and  Chairman  Clarke,  and  to  commend  them  for  the  initiative  they 
have  taken  on  this  very  difficult  problem.  We  invite  your  state- 
ment. 

STATEMENTS  OF  HON.  SHARON  PRATT  KELLY,  MAYOR  OF  THE 
DISTRICT  OF  COLUMBIA;  AND  HON.  DAVID  A.  CLARKE, 
CHAIRMAN,  COUNCIL  OF  THE  DISTRICT  OF  COLUMBIA,  AC- 
COMPANIED BY  ELLEN  M.  O'CONNOR,  CHIEF  FINANCIAL  OF- 
FICER, OFFICE  OF  THE  DEPUTY  MAYOR  FOR  FINANCE  FOR 
THE  DISTRICT  OF  COLUMBIA;  AND  ROBERT  POHLMAN,  SPE- 
CIAL PROJECTS  DIRECTOR,  OFFICE  OF  THE  DEPUTY  MAYOR 
FOR  FINANCE  FOR  THE  DISTRICT  OF  COLUMBIA 

STATEMENT  OF  MAYOR  KELLY 

Mayor  Kelly.  Good  morning.  Good  morning  to  our  distinguished 
Chair  and  our  very  distinguished  Representative  of  the  District  of 
Columbia,  Ms.  Norton,  Mr.  Ballenger,  all  members  of  this  commit- 
tee. 

Not  to  belabor  a  point,  I  just  would  like  to  highlight  a  few  points 
in  terms  of  the  District  of  Columbia's  eagerness  to  resolve  this 
problem.  As  we  all  know,  because  it  was  the  practice  of  the  Federal 
Government  not  to  have  a  segregated  account  where  money  was  in- 
vested to  fund  pensions  with  a  pay-as-you-go  plan,  in  the  time  that 
home  rule  was  created,  the  District  of  Columbia,  when  assuming 
responsibility  for  the  following  employees,  police,  fire,  judges,  and 
teachers,  not  surprisingly  took  on  a  responsibility  where  there  was 
no  money  associated  by  which  to  meet  that  obligation. 

Original  Liability  $2  Billion 

At  the  time,  that  liability  was  worth  about  $2  billion.  As  a  result 
of  interest  and  inflation,  that  liability  is  now  worth  about  $5  bil- 
lion. Even  by  the  most  conservative  accounts,  that  75  percent  of 
that  liability  therefore  was  associated  with  the  original  arrange- 
ment with  the  Federal  Government.  But  that  is  neither  here  nor 


31 

there.  We  recognize  it  is  a  financial  ticking  time  bomb  and  we  are 
eager  to  solve  it. 

RivLiN  Commission 

At  the  time  of  coming  into  office,  we  immediately  asked  the  tran- 
sition team  to  look  at  ways  of  meeting  this  problem.  We  met  with 
groups  from  the  private  sector  primarily  who  looked  at  the  Rivlin 
Commission,  and  it  was  basically  the  outline  of  the  Rivlin  Commis- 
sion and  a  variation  of  that  theme  which  was  the  concept  embraced 
by  myself,  the  District  of  Columbia  council,  and  very  much  and  en- 
thusiastically carried  forward  by  our  own  Representative,  Eleanor 
Holmes  Norton. 

Under  the  proposal  suggested,  70  percent  of  that  unfunded  prob- 
lem would  now  be  assumed  by  the  District  of  Columbia,  as  has 
been  outlined.  It  involves  an  increased  contribution  on  the  part  of 
D.C.  Government  employees,  as  well  as  one  less  COLA,  both  the 
new  hires  as  well  as  those  who  are  already  vested  in  the  plan. 
What  is  historic  is,  as  our  Congresswoman  has  suggested,  it  in- 
volves people  already  vested  in  the  plan. 

Under  the  proposal  offered  by  our  Representative,  it  is  suggested 
that  the  obligation  of  the  Congress  would  be  extended,  again  rep- 
resenting 30  percent,  with  the  District  of  Columbia  government  as- 
suming 70  percent  of  the  responsibility.  If  it  does  not  include  the 
formula  that  Mrs.  Norton  has  outlined,  it  would  come  in  something 
shy  of  30  percent,  because  hers  factors  in  rate  of  inflation,  and 
thereby  we  think  is  a  more  equitable  arrangement  and  a  more  pre- 
dictable arrangement. 

Two  last  points.  Some  concern  was  expressed,  a  concern  that  we 
share,  about  whether  indeed  just  by  eliminating  one  COLA  for  fu- 
ture hires  is  sufficient.  We  are  not  adverse  to  looking  into  vigor- 
ously pursuing  those  options. 

Second,  another  concern  that  was  expressed  was  whether  we 
could  improve  our  return  on  our  investment  with  the  retirement 
board.  As  you  have  noted,  within  the  last  couple  of  years  we  have 
been  able  to  make  considerable  strides  there.  Indeed,  we  are  oper- 
ating at  the  top  1  percent  in  terms  of  the  return  on  those  invest- 
ments. 

But  again  that  same  management  advisory  committee  that  has 
helped  us  thus  far  is  eager  to  embrace  the  recommendations  of  Mr. 
Raines  and  see  how  improvements  might  continue  to  be  made. 

Having  said  all  of  that,  though,  we  feel  it  is  urgent,  absolutely 
urgent  that  some  legislation  is  enacted  now  so  that  the  solution  to 
this  problem  might  commence  by  October  of  1995,  even  though  a 
commitment  has  been  made  to  look  at  both  of  those  issues. 

With  that.  Mister  Chairman,  I  have  no  more  comments  at  this 
time  and  would  be  more  than  happy  to  turn  it  over  to  our  distin- 
guished Chairman,  Mr.  Clarke. 

Mr.  McDermott.  Thank  you.  Mayor  Kelly. 

[The  prepared  statement  of  Mayor  Kelly  follows:] 

Prepared  Statement  of  Mayor  Kelly 

Good  morning  Chairman  McDermott  and  distinguished  members  of  the  sub- 
committee. I  very  much  appreciate  this  opportunity  to  testify  before  you  on  H.R. 
3728,  the  "District  of  Columbia  Pension  Liability  Funding  Reform  Act  of  1994."  Ac- 
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companying  me  today  are  the  chief  financial  officer  of  the  District,  Ellen  O'Connor, 
and  special  projects  director,  Robert  Pohlman. 

In  discussing  the  bill  that  is  before  you  today,  it  is  important  that  we  have  a  com- 
mon understanding  of  the  history  of  the  D.C.  retirement  plan  for  police  officers,  fire 
fighters,  teachers  and  judges.  This  history  is  now  well  known,  thanks  in  large  part 
to  a  study  conducted  at  the  request  of  the  Congress  by  the  U.S.  Government  Ac- 
counting Office  (GAO).  Their  report  on  District  pensions,  released  in  November 
1992,  sets  forth  the  record  of  how  the  District  of  Columbia  came  to  have  a  $5  billion 
unfunded  pension  liability. 

Let  me  reiterate  some  basic  facts  from  the  GAO  report  which  establish  a  context 
for  considering  the  actions  proposed  in  the  legislation  pending  before  you. 

1.  The  Federal  Government  established  the  retirement  plans  for  the  District's  po- 
lice officers  and  fire  fighters,  teachers,  and  judges  between  1916  and  1970. 

2.  The  Federal  Government  oversaw  and  funded  these  plans  on  a  pay-as-you-go 
basis  through  1979,  when  the  D.C.  Retirement  Reform  Act  was  passed  by  Congress. 
This  act  transferred  responsibility  for  the  retirement  plans  to  the  District  govern- 
ment. At  that  time,  the  unfunded  liability  in  the  plans  stood  at  more  than  $2.6  bil- 
lion. 

3.  The  Retirement  Reform  Act  mandated  a  new  funding  formula  for  the  retire- 
ment plans  and  reduced  benefits  for  new  employees.  The  Federal  Government 
pledged  a  contribution  to  the  fund  worth  approximately  $650  million,  equal  to  about 
one-fourth  of  the  $2.6  billion  liability  which  had  accumulated  up  to  that  time.  The 
contribution  was  to  be  made  at  the  flat  rate  of  $52. 1  million  per  year  over  a  25  year 
period,  ending  in  fiscail  year  2004. 

The  District  government  was  required  by  the  formula  to  make  annual  payments 
over  the  same  25  year  period  that  would  increase  each  year  to  cover  essentially  the 
current  benefit  payments  and  a  contribution  toward  the  interest  on  the  unfunded 
liability. 

The  formula  specified  in  the  act  was  not  designed  to  cover  the  full  cost  of  ongoing 
benefits  being  earned  plus  interest  on  the  unfunded  liability,  which  would  have  been 
required  to  prevent  further  growth  in  the  amount  of  the  unfunded  liability. 

4.  The  act  mandates  that  the  District  government  increase  its  annual  contribution 
dramatically  in  2005,  at  the  end  of  the  25  year  period,  to  cover  the  full  interest  cost 
on  the  unfunded  pension  liability  balance.  The  purpose  of  this  increase  is  to  ensure 
that  the  unfunded  liability  will  stop  growing  in  size  and  will  remain  constant  there- 
after. 

5.  The  GAO  found  that  of  today's  nearly  $5.0  billion  unfunded  pension  liability, 
$3.7  billion,  or  about  75  percent,  results  form  the  original  1979  unfunded  pension 
liability  increased  by  interest,  even  after  taking  into  account  the  Federal  and  Dis- 
trict contributions  toward  interest  on  the  unfimded  liability  since  1979. 

These  are  the  facts  which  the  U.S.  Government  Accounting  Office  has  reported 
in  their  November  1992  report. 

My  purpose  today  is  not  to  point  out  past  mistakes  nor  is  it  to  ask  for  a  handout. 
My  purpose  today  is  to  set  forth  the  facts,  talk  about  a  solution  to  the  unfunded 
pension  liability  and  its  devastating  impact  on  the  District  government,  and  ask  for 
your  participation  in  a  joint  effort  to  solve  this  problem. 

When  the  Rivlin  Commission  issued  its  report  in  1990,  it  recognized  that  any  so- 
lution to  the  unfunded  pension  liability  would  require  sacrifices  from  everyone  in- 
volved. Despite  their  conclusion  that  the  unfunded  pension  liability  was  almost  en- 
tirely due  to  the  inherited  unfunded  liability  plus  interest,  they  did  not  recommend 
that  the  District  seek  that  level  of  contribution  form  the  Federal  Government.  They 
concluded  that  such  a  request  would  be  unrealistic,  given  the  Federal  Government's 
fiscal  constraints. 

The  commission  recommended  instead  a  joint  approach  to  solving  the  problem; 
one  which  required  an  annual  increase  in  contributions  from  the  District  govern- 
ment and  Federal  Government  and  a  reduction  in  benefits  for  retirees  of  the  pension 
plans. 

Even  before  I  took  office  in  January  1991,  I  asked  my  transition  team  to  examine 
the  issue  of  the  unfunded  pension  liability  using  the  Rivlin  report  and  other  expert 
input.  Later,  I  established  a  management  advisory  committee  from  the  business, 
academic,  and  non-profit  sectors  to  follow  up  and  make  recommendations  for  specific 
solutions.  The  co-chairs  of  this  committee,  Claudine  Malone  and  Robert  MacLean, 
as  well  as  Ron  Flagg,  have  worked  closely  with  me  and  advised  me  on  these  matters 
since  that  time. 

In  the  fall  of  1992,  our  chief  financial  officer  co-sponsored  with  the  D.C.  Retire- 
ment Board  of  series  of  educational  workshops  for  Representatives  of  the  Congress, 
D.C.  Council,  Retirement  Board,  retirees,  labor  unions,  and  District  agencies  on  the 
unfunded  pension  liability.  This  led  to  the  formation  of  a  pension  working  group 
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which  met  weekly  throughout  the  first  half  of  1993,  with  expert  support  provided 
by  the  U.S.  General  Accounting  Office  and  the  retirement  board's  actuaries, 
Milliman  &  Robertson. 

The  working  group  reached  consensus  on  the  board  outline  of  a  solution  to  the 
unfunded  pension  liability,  which  closely  followed  the  Rivlin  Commission's  rec- 
ommendation. While  not  every  detail  of  the  solution  was  agreed  upon  by  all  parties, 
everyone  agreed  that  the  solution  had  to  require  contributions  from  all  participants. 
Representatives  of  retirees  and  active  employees  made  clear  that  their  willingness 
to  consider  sacrifices  was  conditioned  on  the  Federal  and  District  government's  fi- 
nancial commitments  to  addressing  the  unfunded  liability. 

When  the  newly  elected  chairman  of  the  D.C.  Council  took  office  in  September 
1993,  he  developed  specific  local  legislation  in  consultation  with  all  parties  to  imple- 
ment a  solution  to  the  pension  problem.  Chairman  Clarke  and  other  members  of  the 
council  introduced  this  legislation  in  December  1993.  Congresswoman  Norton  intro- 
duced companion  legislation,  which  you  are  considering  today,  in  January  1994.  On 
May  4,  1994,  I  signed  the  legislation  passed  by  the  council,  and  it  was  transmitted 
to  Congress  for  review. 

The  unprecedented  collaborative  effort  I  have  just  described  to  you  has  led  to  this 
hearing  today.  The  solution  proposed  in  H.R.  3728  builds  on  all  of  the  foregoing  ef- 
forts. It  is  a  solution  which  will  work,  based  on  an  actuarially  sound  funding  plan. 
It  is  a  solution  which  will  assure  our  police  officers,  fire  fighters,  teachers  and 
judges  that  their  retirement  benefits  will  be  paid.  It  is  a  solution  that  requires  a 
steadily  increasing  contribution  from  all  parties. 

H.R.  3728  proposes  a  solution  that  does  not  ask  an  undue  sacrifice  from  the  Fed- 
eral Government.  By  GAO  estimate  75  percent  of  the  unfunded  liability  stems  from 
the  inherited  liability  increased  by  interest.  It  is  estimated  that  the  Federal  Govern- 
ment's contribution  to  the  solution  proposed  in  this  bill  will  cover  only  30  percent 
of  the  total  liability.  It  is  imperative,  therefore,  that  the  Federal  Government  in- 
crease its  contribution  five  percent  per  year  as  provided  for  in  the  legislation  to 
meet  this  limited  objective.  In  fiscal  year  1996,  this  will  require  an  increased  Fed- 
eral contribution  of  only  $2.6  million.  In  future  years  the  Federal  contribution  will 
continue  to  grow  modestly  each  year. 

For  all  of  these  reasons  I  urge  this  subcommittee  and  the  Congress  to  pass  the 
legislation  before  you  during  this  legislative  session.  If  you  do  so,  we  will  implement 
this  solution  on  October  1,  1995.  Enactment  this  year  will  enable  the  District  and 
Federal  Governments  this  fall  to  include  the  appropriate  contribution  levels  in  de- 
veloping their  respective  fiscal  year  1996  budget  proposals.  Failure  to  pass  the  bill 
this  year  will  delay  implementation  of  the  funding  mechanism  and  allow  the  un- 
funded pension  liability  to  grow  for  at  least  another  year. 

I  want  to  speak  very  directly  to  the  perception  that  the  district  needs  to  address 
some  related  matters  before  Congress  should  be  expected  to  pass  this  bill.  Those 
matters  include  (a)  payment  of  overdue  amounts  to  the  retirement  fund,  (b)  creation 
of  new  pension  plans  for  new  employees,  and  (c)  reform  of  administrative  and  in- 
vestment practices  of  the  D.C.  retirement  board. 

First,  the  District  government  has  agreed  in  a  court  settlement  to  make  all  FY 
1994  pension  contributions  by  this  fall,  when  funds  wiU  be  available,  and  to  make 
all  fiscal  year  1995  payments  on  their  due  dates.  Let  me  set  the  record  straight. 
At  no  time  did  the  District  government  propose  to  pay  less  than  100  percent  of  what 
it  owes  to  the  pension  fund.  Unlike  a  number  of  other  cities  or  states  which  have 
simply  reduced  their  required  pension  contribution  through  legislation,  the  District 
government  proposed  to  delay  a  portion  of  its  contribution  from  one  fiscal  year  to 
the  next.  These  delayed  pa3rments  will  be  made  with  interest,  and  the  retirement 
fund  will  not  suffer  harm  as  a  result. 

As  to  the  need  for  new  pension  plans  for  new  hires,  I  have  consistently  agreed 
that  this  would  be  desirable.  I  should  point  out,  however,  that  the  bill  before  you 
does  make  changes  not  only  for  existing  retirees  and  active  employees  but  for  new 
hires  as  well.  Failure  to  pass  this  bill  would  mean  that  these  changes  could  not  be 
applied  to  new  employees.  Chairman  Clarke  has  already  introduced  legislation  to 
address  this  issue.  It  should  be  noted  that  these  new  pension  plans  wiU  be  enacted 
by  the  D.C.  Council  and  will  not  involve  any  contribution  fi-om  the  Federal  Govern- 
ment. I  call  upon  the  Congress  to  allow  the  District  government  to  enact  its  own 
pension  plans  for  new  employees,  as  we  did  for  other  new  employees  in  1987. 

Finally,  I  have  applauded  the  reports  on  the  D.C.  Retirement  Board  that  call  for 
changes  in  administrative  and  investment  practices.  I  understand  that  the  council 
and  the  board  are  now  considering  these  changes.  I  am  prepared  to  work  with  them 
to  make  needed  changes.  This  process,  however,  should  not  delay  enactment  of  this 
legislation. 
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The  price  of  delay  in  making  the  reforms  provided  for  in  the  bill  before  you  is 
unacceptably  high.  The  additional  reforms  called  for  are  District  matters  which  are 
being  addressed  through  our  legislative  process.  Therefore,  I  urge  the  Congress  to 
proceed  without  delay  to  pass  H.R.  3728. 

Thank  you  very  much  for  the  opportunity  to  testify  before  you  today. 

Chairman  Clarke. 

STATEMENT  OF  DAVID  A,  CLARKE 

Mr.  Clarke.  Thank  you,  very  much,  Mister  Chairman,  Congress- 
man Ballenger,  others  who  are  here  Ustening.  I  appreciate  the  op- 
portunity on  behalf  of  the  Council  of  the  District  of  Columbia  to  ap- 
pear before  you.  At  the  suggestion  of  Congressman  McDermott,  I 
will  ask  that  my  entire  statement  be  made  part  of  the  record,  and 
will  say  a  few  points  with  respect  to  it. 

The  issue  that  is  before  you  now  is  one  that  should  be  here.  Con- 
gress has  had  the  responsibility  for  the  District  of  Columbia  since 
its  creation  in  the  latter  part  of  the  18th  Century  on  up  to  now. 

In  the  early  part  of  this  century,  I  believe  it  was  1916  the  Con- 
gress began  to  provide  for  benefits  for  certain  classes  of  employees. 
They  were  very  liberal  and  good  benefits  indeed.  And  for  years  and 
years  and  years  those  benefits  were  paid  on  a  pay-as-you-go  basis 
until  the  problem  became  unmanageable. 

In  the  late  1970s,  attention  began  to  be  focused  upon  this  prob- 
lem. If  I  recall,  legislation  was  passed  that  was  vetoed  by  then 
President  of  the  United  States,  President  Jimmy  Carter,  and  the 
matter  came  back  here.  Another  system  was  established.  It  was  at- 
tempted funding,  but  it  was  not  a  sufficient  attempt  at  funding  the 
problem  of  the  unfunded  pension  liability. 

Over  those  years  that  have  transpired,  there  has  developed  an 
unfunded  liability.  It  is  basically  a  liability  for  the  persons  who 
have  already  come  and  already  have  left  public  service.  The  Fed- 
eral Government  has  continued  to  pay  a  $52  million  contribution 
to  the  fund  that  has  not  reflected  inflation  and  has  not  reflected 
the  growth  in  unfunded  liability  which  is  attributable  to  the  Fed- 
eral Government  itself. 

GAO  Opinion  on  Unfunded  Liability 

Your  own  accounting  arm,  the  General  Accounting  Office,  has 
opined  that  75  percent  of  the  unfunded  liability  is  due  to  Federal 
action  or  inaction.  Nevertheless,  the  problem  falls  to  all  of  us,  not 
just  those  in  the  Congress,  to  try  to  attend  to  it. 

I  have  worked  with  my  colleagues  on  the  city  council.  I  worked 
with  Council  Member  Wilson  when  I  was  Chairman  of  the  city 
council,  and  we  both  recognized  this  problem,  in  the  late  1980s, 
and  began  to  try  to  lay  a  framework  to  deal  with  it.  I  worked  with 
Council  Member  Ray,  who  was  the  acting  Chairman  after  Chair- 
man Wilson  passed  away.  I  took  the  Chair  of  the  city  council  in 
September  of  last  year.  With  that  work  behind  me,  and  with  the 
work  of  the  mayor  and  with  your  work.  Delegate  Norton,  I  put  be- 
fore the  city  council  a  proposal. 

Council  Action 

It  is  a  difficult  proposal  for  elected  officials  to  have  to  present. 
I  had  to  ask  the  employees  of  the  city  to  make  a  greater  contribu- 
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tion.  They,  with  some  degree  of  consternation,  nevertheless  for  the 
most  part  agreed  to  do  that.  I  had  to  ask  the  retirees  to  accept  one 
cost-of-Uving  increase  each  year. 

I  have  to  continue  to  ask  our  taxpayers  to  pay  in  large  amounts 
of  money.  Your  statement,  Congresswoman  Norton,  eloquently  put 
forth  how  little  it  would  have  to  be  had  the  Congress  done  what 
it  should  have  done  in  1979. 

Council  Ensures  Integrity  of  Fund 

This  past  February  and  March,  the  city  council  went  through  a 
difficult  process  of  rejecting  a  proposal  to  defer  payments  to  the 
pension  fund,  providing  for  t£ix  increases  and  budget  cuts,  just  to 
try  to  ensure  the  integrity  of  that  fund.  Our  efforts  have  been  seri- 
ous. The  actuarial  estimations  are  that  the  proposal  we  have  sent 
through  the  city  council,  and  which  you,  Congresswoman  Norton, 
have  offered  to  the  Congress  of  the  United  States,  will  provide  the 
District  of  Columbia  taxpayers  and  this  government,  provide  for  70 
percent  of  the  solution  of  the  problem,  75  percent  of  which  rests 
under  the  General  Accounting  Office's  estimations  with  the  Federal 
Government  itself 

So  we  have  tried  to  take  the  difficult  test  of  leadership  to  move 
forward  in  this  area.  We  are  so  pleased  we  have  come  to  this  point 
today  that  we  can  look  forward  hopefully  to  a  resolution  so  that  by 
the  time  we  pass  from  the  face  of  the  earth,  those  employees  that 
are  now  on  board  will  have  a  fully  funded  pension  program  for 
them,  and  that  our  children  will  not  be  burdened  with  the  failures 
of  this  generation. 

In  terms  of  a  couple  of  other  issues  that  have  been  raised,  the 
legislation  which  is  before  you  addresses  the  existing  fund  and  a 
serious  problem  with  it  that  must  be  addressed. 

Plan  for  New  Hires 

We  are  in  the  city  council  looking  at  options  for  new  hires  that 
come  on  in  these  categories.  Legislation  has  been  introduced  by 
myself  and  Council  Member  Lightfoot  with  a  number  of  cosponsors 
to  it  to  provide  for  a  system  for  new  hires. 

It  is  basically  based  upon  the  system  that  exists  now  for  other 
D.C.  government  employees  hired  after  1987.  It  is  a  defined  con- 
tribution form  of  fund.  We  have  hearings  scheduled  on  it  within  a 
month,  and  we  expect  a  review  with  affected  employee  organiza- 
tions as  well  as  others  on  what  that  legislation  ought  to  ultimately 
be  when  it  comes  to  markup. 

Public  Safety  Employees'  Needs 

We  do  have  to  recognize  at  the  outset  when  you  are  dealing  with 
public  safety  employees,  a  totally  defined  contribution  program 
that  provides  for  retirement  at  age  65  may  not  be  everything  that 
is  called  for.  You  really  can't  be  expecting  firemen  to  be  climbing 
ladders  at  age  60  and  waiting  for  retirement  at  65.  We  are  going 
to  have  to  fashion  it  to  some  extent  for  the  particular  needs  of  the 
kinds  of  employees  we  want,  but  we  are  about  doing  that. 

Second,  Congresswoman  Norton,  you  sent  to  me  the  results  of 
the  work  you  had  done  for  you  in  terms  of  looking  at  the  current 
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operations  of  the  retirement  board.  We  tried  to  reduce  that  to  legis- 
lative form,  and  it  has  been  introduced.  Council  Member  Brazil  and 
I  have  introduced  that  legislation.  It  will  be  referred  to  his  commit- 
tee, the  Committee  on  Government  Operations,  and  I  expect  hear- 
ings and  action  on  that  reasonably  soon. 

I  thank  you  for  the  opportunity  to  be  with  you. 

[Delegate  Norton  assumed  the  Chair.] 

[The  prepared  statement  of  Mr.  Clarke  follows:] 
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MR,  CHAIRMAN  AND  OTHLK  DISTINGUISHED  MKMBERS  OF  THE 
COMMI  i TEE,  I  AM  DAVID  A  C  LARKE,  CHAIRMAN  OF  THE  COUNCIL  OF  THE 
DISTRICT  OF  COLUMBIA.  IT  IS  WITH  I'LEASURE  THATl  APPEAR  BEFORE  YOU 
ON  BEHALF  OF  THE  COUNCIL  TO  TESTIFY  ON  H.R.  3728,  A  BILL  TO 
ELIMINATE  THE  UNFUNDED  LIABILITY  OF  THE  PENSION  FUND  FOR 
DISTRICT  TEACHERS,  POLICE  OFFICERS,  FIREFIGHTERS,  AND  JUDGES. 

WE  HAVE  LOOKED  FORWARD  TO  THIS  DAY.  WE  NEED  TO  PUT  AN  END  TO 
THE  CALAMITY  THAT  IS  THIS  PENSION  FUND,  AND  WE  NEED  YOUR 
ASSISTANCE  IN  ACCO.MPLISHING  THIS  MISSION. 

OVER  THE  YEARS  SINCE  THE  EARLY  DAYS  OF  WORLD  WAR  I,  CONGRESS 
HAS  ENACTED  VERY  LIBERAL  BENEFIT  PROGRAMS  FOR  CERTAIN  DISTRICT 
GOVFXN.MENT  E.Ml'LOVEES  BIT  NOT  PROX  IDED  FUNDING  FOR  THOSE 
PROG'-  WIS.  IN  F\CT,  (~ONGRFsS'  OWN  ACCOUNTING  ARM,  THE  GENERAL 
ACCOUNTING  OFFK  F  HAS  DETERMINED  THAT  75.3  PERCENT  OF  THE 
CURRcN  FS5  BILLION  LIABIl  ITY  IS  DUE  iU  FEDERAL  ACTION  OR  INACTION. 
(T  IS,  EHEREFORF,  ONLY  APPROPRIATE  1  HAT  THE  FEDERAL  GOVERNMENT 
HELP  SOLVE  THE  PROBLEM  IT  (  REALED. 

THE  FUNDING  OF  THE  DISTRICT  S  RETIREMENT  PLAN  FOR  ITS  TEACHERS, 
POLICE  OFFICERS,  FIRE  FIGHTERS,  AND  JUDGES  IS  A  BADLY  DESIGNED, 
GROSSLY  INADEQUATE  PATCHWORK  --  THE  RESULT  OF  BOTH  EXPEDIENCE 
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AND  PRO(  RASTINATION.  THE  PLAN  S  MOST  RECENT  AUIHORS  KNEW 
BETTER.  THEY  KNEW  THAT  IN  1979  THE  DISTRICT  WAS  BEING  HANDED  A 
FINANCIAL  BOMBSHELL. 

WE  ARE  ALREADY  SUFFERING  MIGHTILY  THE  CONSEQUENCES  OF  THIS 
GENEROUS,  GROSSLY  UNDERFUNDED  PENSION  FUND,  AND  WE  NEED 
RELIEF.  RIGHT  NOW  WE  ARE  ESSENTIALLY  PAYING  FOR  TWO  POLICE- 
OFFICER  AND  FIRE-FIGHTER  WORK  FORCES  -  ONE  PAID  ON  SALARIES  AND 
THE  OTHER  PAID  WITH  A  ^EARl^  EQUAL  AMOUNT  OF  PENSIONS.  AS  A 
RULE,  OTHER  STATE-LOCAL  GOVERNMENTS  DO  NOT  LABOR  UNDER  SUCH 
BURDENS.  ON  AVERAGE  THEIR  PLANS  ARE  FULLY,  OR  ALMOST  FULLY, 
FUNDED.   OUR  PLAN  IS  ONLY  40  PERCENT  FUNDED! 

SINCF  UJERE  ARE  NOT  ENOUGH  .ASSETS  IN  THE  RETIREMENT  FUND  TO 
YIELD  INCOME  SLFFKTENT  TO  COVER  THE  BENEFIT  PAYMENTS  FOR 
SERVlChli  WORKERS  RE.NDERED  ^EARS  AGO,  FHE  DISTRICT  HAS  TO  SPEND 
MILLIONS  IN  CURRENT  TAX  REVENUE.  IF  THE  FUNDING  HAD  BEEN  DONE 
PROPERI  Y,  AND  IN  IHE  LA  IE  1970s  THE  AUTHORS  OF  THE  CURRENT  PLAN 
CERTAINLY  KNEW  HOW  TO  DO  THIS,  THE  DISTRICT  WOULD  HAVE  TO  PAY 
LESS  THAN  HALF  OF  THE  S307.2  MILLION  IT  HAS  TO  PAY  FOR  1994.  THE 
DISTRICT  WOULD  HAVE  TO  PAY  ONLY  $149.1  MILLION! 
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THEMETHOn  OF  11  \Dl\r,  PISIRICI  I'FNSIONS  MlSf  {?L  (  HAN'GKD  [ROM 
THE  CURKLNT  COCKI  YED  ARR  WCiLMl  N  T;  THh  L.NFL'NDID  LIABILI'nr  MLS  I 
BE  ELIMINAIEU;  AND  THE  FEDERAL  GO\  FRNMENT  MUST  SHARE  IN  THAT 
ELIMINATION. 

UNLESS  THE  PENSION  FUND  IS  PLACED  ON  A  SOUND  ACTUARIAL  BASIS, 
REQUIRED  PAYMENTS  TO  THE  FUND  Ull  L  ABSORB  EVER  LARGER  AMOUNTS 
OF  THE  CITY'S  RESOURCES.  WITHOUT  REFORM,  PAYMENTS  TO  THE  FUND 
MAY  \LSO  FILCTLATE  TREMENDOUSLY  AS  A  PERCENT  OF  PAYROLL, 
CAUSING  HAVOC  L\  THE  CITY'S  BUDGEITNC  AND  FINANCES.  UNDER  THE 
CURRENT  LAW,  THE  PAYMENTS,  CURRENTLY  AT  53  PERCENT  OF  PAYROLL, 
WU  I  INtREAbt  U)  "S  PERCLM  OF  PA^  LN  2005  AND  THEN  GR  XDIALLY 
FALL  iN  V.ONTRAS  I  il  R.  S72S  PKO\  IDth  1  OR  PA^.MENTS  TO  S  FABH  l/L  AT 
\BO0To.?  PERCENT  OF  PAYROLl  LENTIL  THE  INITIAL  UNFUNDED  LIABILIT"^ 
iSFUL)  •'  \MOR1TZED1N2035.  ATTHAF  fl.MF  [HE  PA^  MEN  LS  WOULD  DROL^ 
ro  JUST  0\  ER  .^0  PERCENT  OF  PAV 

THE  CURRENT  I  AW  WILL  ONLY  STOP  THF  UNFUNDED  LIABILITY  FRO.M 
GROWING  AFTER  2004,  AND  IT  WILL  DO  THIS  ONL^  B^  FHE  DISTRICT'S 
SLASHING  SER\  ICES  AND  RAISING  TAXES  LO  FIND  ENOUGH  RESOURCES  TO 
START  PAYING  IHL  INTERESI  ON  THE  UNFUNDED  LIABILITY.  UNLESS  THE 
UNFUNDED  LIABILITY  IS  ELI.MINA  I  FD,  HOWE\  ER,  THF  RETIREMENT  FUNDS 
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Will     SFVfcR    AHAIN   F1NA\CI-\1    blAIMIITV.     THE   FINANCIAI  '  MAKKFTS 

WILL  CONTlNLi  TO  LOOK  AsKAN'C  J  Ai  JUL  DISIRKF  BECAUSF  THEY 
KNOW  CITY  SERVICES  VVll  1  HAVE  TO  BF  CANNIBALIZED  FO  KEEP  PAYING 
PENSIONS.  WE  TOO  SHOULD  RECOGNIZE  THE  PERIL  OF  ALLOWING  THF 
UNFUNDED  LIABILITY  TO  CONFINLF  \VL  SHOULD  NOF  FORCE  OUR 
GRANDCHILDREN  TO  PAY  FOR  OUR  COLLECTIVE  INABILITY  TO  SEIZE  THF 
CURREN'I  OPPORTUNITY  AND  ACT  ON  THIS  LEGISLATION  IN  1994. 

SINCE  fHF  FFCFRAl  COXFRNMFNF  (RFXTFD  THE  DISIRICTS  PENSION 
PLANS  AND  TIltlR  FUNDING,  EQUITY  DEMANDS  THAT  THE  FEDERAL 
GOVERNMENT  FINISH  THF  TASK  IT  BEGAN  AND  PARTICIPATE 
SIGNIFK.  ANTL^  IN  ELIMINAilNG  THF  UNFL  NDED  LIABILITY.  IF  TFIE 
FEDERA!  CO\  ERNMENT  DOFS  NO  1  I'LA^  A  .M.AJOR  ROLE,  THE  SACRIFICES 
vVF  H.A\F  ASKED  OF  OL  K  (  URRFN  1  AND  PAST  EMPLOYEES  AS  THEIR 
PAK'H  U  \  nON  IN  THF  SOLI   HON  \VI(  1    B!    FOR  NAUGHT. 

iVlLl  (NC.NFSS  OF  PLAN  MF.MBERS  EVEN  TO  CONTEMPLATE  CHANGES  IN 
BENLFJT  >  (S  EXTREMELY  RARE  I  KNOW  THAT  THF  Wll  LINGNESS  OF  OUR 
PLAN'S  PARTICIPANTS  TO  SI  F  AT  IHL  TABLE  FOR  SEVERAL  MONTHS  AND 
TALK  ABOUT  SOLUTIONS  FO  THE  PENSION  PROBLE.M  WAS  CONDITIONED 
ON  SUBSTANTIAL  FEDERAL  PARTICIPATION.  IT  IS  ALSO  UNUSUAL  FOR 
CURRENT    PLAN    BENEFITS     TO    BF    CUT.        YET    BOTH    THE    DISTRICTS 
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LEGISLA  i  ION  THAT  IS  BEFORE  YOU  FOR  REVIEW  AND  1  HIS  BILL  INCREASE 

EMPLOYEES' CONTRIBUTIONS  TO  THE  FUND  FROM  7  PERCENT  TO  8  PERCENT 
OF  PAY  AND  REDUCE  THE  FREQUENCY  OF  THE  COST-OF-LIVING 
ADJUSTMENTS  IN  THE  PENSION  PAYMENTS  FROM  TWO  SEMI-ANNUAL 
ADJUSTMENTS  TO  ONLY  ONE  ANNUAL  ADJUSTMENT. 

H.R.  3728  CALLS  FOR  THE  FEDERAL  CONTRIBUTION  TOWARD  ELIMINATING 
THE  UNFUNDED  LIABILITY  TO  EXTEND  FOR  AN  ADDITIONAL  31  YEARS  AND 
INCREASE  5  PERCENT  ANNUALLY  STARTING  IN  FISCAL  YEAR  1996  TO  KEEP 
PACE  WITH  INFLATION.  THE  DISTRICT  WOULD  SHOULDER  MOST  OF  THE 
BURDEN  OF  ELIMINATING  THE  UNFUNDED  LIABILITY',  OR  A  LITTLE  OVER  70 
PERCEN  r  OF  THE  COST,  WITH  THE  FEDERAL  GOVERNMENT  PICKING  UP  THE 
RE.MAINING  30  PERCENT. 

THE  FEDERAL  GOVERNMENT'S  TOTAL  SHARE  IN  AMORTIZING  THE 
UNFUNDED  LIABILITY  FROM  FISCAL  YEAR  1996  THROUGH  FISCAL  YEAR  2035 
WOULD  BE  S1.49  BILLION  IN  PRESENT  VALUE  TERMS.  ONLYSl.15  BILLION  OF 
THAT  AMOUNT  REPRESENTS  AN  INCREASE  OVER  THE  REMAINING 
AUTHORIZED  FEDERAL  CONTRIBUTION. 

CONSIDER  THAT  S1.15  BILLION.  COMPARE  IT  TO  THE  S3.7  BILLION  IN  1993 
UNFUNDED   LIABILITY  THAT  THE  GAO  SAID   STEM.MED   FROM  THE  $2  0 
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6 
BIl.LIO\  UNFUNDED  LIABILITY   rUhKbDLKAL  GOVERNMENT  HANDEfi  IHE 

DlSTRlCl     IN    1979.  IT    IS    OBVIOUS    VVL    ARE    ASKING.    THE    FEDLRAI 

GOVERNMENT    TO    PARTlCIPArt    IN    A    RELATIVELY    SMALL    WA^     I.N    A 

PROBLEM  THE  FEDERAL  GOVERNMENT  CREATED.    JUST  COMPARE  THE  30 

PERCENT  SHARE  OF  ELIMINATING  THE  UNFUNDED  LIABILITY  WITH  THE  75 

PERCENT  SHARE  OF  THE  PROBLEM  GAO  AITKIBUTED  TO  THE  UNFUNDED 

LIABILITY     THAT    WAS    DROPPED    ON     THE    DISTRICT    15    YEARS    AGO. 

MOREOVER,     THE     FEDERAL     CONTRIBUTION      WOULD     HAVE      LITTLE 

IMMEDIATE  IMPACT  ON  THI    FEDERAL  BUDGET  --  ONLY  AN  ADDITTONAl 

$2.6  MILLION  IN  FISCAL  YEAR  1996  AND  S2.7  MILLION  IN  FISCAL  YEAR  1997 

IHE  DisiRlC.  LGOXERNMLN  r  WOL  LD  ASSUMF  THE  LION'S  SILARE  Oh  THh 
UNFUNl.^KD  LIABILITY  AMORIT/AIIUN  OVER  40  YEARS.  THE  DISTRICT 
WOULD  ALSO  ABSORB  THh  AMORTIZATION  OF  THE  COST  OF  BENEFIT 
CHAN'.KS     AND     ACIUARIAI      GAINS     AND     LOSSES.  rilh     DISTRKT 

GOVIKNMLNT  AND  ITS  E.MPlO^EES  WOULD  PAY  FOR  THE  RETIRE.MENF 
BENEFIT^  AS  THE^  ACCRUE.  MOREOVER,  AS  PARI  OF  LFS  OUN 
COMMI  '  MEN  I,  THE  DISTRICT  GOVERNMENT  HAS  INSERTED  A  PROVISION 
IN  THE  LEGISLATION  THAT  PREVENTS  ITS  CONTRIBUTION  FROM  FALLING 
BELOW  THE  LEVEl  OI  THE  FISCAL  YEAR  1995  CERTIFIED  PAYMENT.  THE 
DISTRICT"  WOUI  D  OTHERWISE  SET  AN  INITIAL  DECREASE  IN  ITS 
CONTRIBUTION  DURING  THE  FIRSl    THREE  OR  FOUR  YEARS, 
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7 
THE  DISIKU   1   DOE'-  NO  I    VVA.M    iO  API'Kl  SS    I  HE  EXIKEME  FINANCIAI 

PROBLEM^-.    \  GENEROUS,  LXDEUIL  NDED  PENSION   PLAN  CREATES  EVER 

AGAIN.         THEKEFORI       COUNCILME.MBER     LIGHTFOOT     AND     I     HAVE 

INTRODLiCED  LEGISLA  HON  ESTABLISHING  A  NEW  PENSION  PLAN  FOR  ALL 

NEW    TFAGHERS,  POLICE   OFFICERS,   AND  JUDGES   HIRED   ON    OR    AFTER 

OCTOBEli  1.  1995,  THE  SAME  DATE  THE  BILL  YOU  ARE  HEARING  WOULD  GO 

INTO  EFFECT. 

AS  CURI'ENIL^  DRAl  lEI^  OUR  PLAN  IS  IDFNTICAI  TO  fUE  PLAN  FHAT 
COVERS  GENERAL-GOVERNMENf  DISTRICT  EMPLOYEES  HIRED  ON  OR 
AFTER  OCTOBER  1,  V)b7.  \\h  RECOGNIZE  THAT  THE  PLAN  CONTAINED  IN 
OUR  till  NL\Y  HAVE  fO  BE  REFINED,  PARMCLLARl  \  FOR  THE  SPECIAL 
REQ*  -ai-MLM^Oi  PI  BLICSAEEIY  EMPLOYEES  HOWEVER,  WE  WANTED  TO 
STAI'V  WITH  A  PI  AN  THAI  TREATS  ALL  OF  OUR  EMPLOYEES  THE  SAME 
WA\.     51;l  V  VVE  CAN  (  ONSIDER  HOW  TO  ADDRESS  DIEELRENT  NEED^ 

WE  F'AV,  AN  ORDERLY  LEGISLATIVE  PROCESS  FOR  REVIEWING  THOSE 
N'EEP^  s  HEARING  ON  OUR  BILL  IS  SCHEDULED  FOR  iUL>  12TH.  AT  THAT 
TIME  W:  EXPECT  IO  LEARN  IHE  REACTION  AND  SUGGESTIONS  OF  THE 
ACTIVE  EMPLOYEI  s  AND  THEIR  EXPERTS  WE  WILL  ALSO  DELVE  FURTHER 
INTOQi  ESriONS  THAT  WE  KNOW  MUSI  BE  ANSWERED  REGARDING,  FOR 
EVAiMPLF.,  LONG-TERM  DISABILITY,  FORMS  OF  BENEFIT  PAYOUTS,  WHEN  WE 
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8 
WOULD  LJKE  OUR  EMPLOVEHS  TO  HI  IlRl      \.\D  U'MERl   WE  WANT  TO  BE 

POSITIONED  RELATIVE  TO  OUR  RECMJNAl   COMPETITORS. 

WE  ARE  ALSO  MINDFUL  THAT  SOME  MODIFICATIONS  ARE  NECESSARY  TO 
THE  STRUCTURE  AND  MISSION  OF  THE  D.C.  RETIREMENT  BOARD. 
COUNCILMEMBER  BRAZIL  AND  1  HAVE  INTRODUCED  LEGISLATION  THAT 
IS  MODELED  AFTER  THE  RECOMMENDATIONS  OF  CONGRESSWOMAN 
NORTON'S  TASK  FORCE  THAT  STUDIED  THE  BOARD.  THE  BILL,  WHICH  WILL 
PROVIDE  THE  BASIS  ON  WHICH  TO  HOLD  HEARINGS  WOULD  REDUCE  FHF. 
SIZE  OF  THE  BOARD  FRO.M  13  TO  -J,  1'A^  THE  .\1E.\1BFRS  A  FIXED  QUARTERLY 
STIPEND,  AND  REQUIRE  THAT  A  MAJORITY  HAVE  SUBSTANTIAL 
EXPERIENCE  IN  ,NL\NAG1NG  OK  IWLSIING  ASSblS  OR  .NLWAGING 
EMPLOY  Eh  BENEFII  PLANS.  IN  AUDI  HON,  1  HL  BILL  WOULD  REQMKL  THAT 
THE  BOM'O  HIRI  A  CHIEF  IWi^lMFM"  OFFICER  AND  A  COMPilANCE 
OFFKFPv 

MEANWHILE,  ACTION  ON  H.R  372^  SHOLLD  NOT  Bb  DELAYED.  EVERY  DAY 
THAI  PASSES  RAISES  THE  TRLMEMKJLS  t  Ob  I  FO  THE  CI  H  OF  THI.^ 
MONSTROSITYOF  A  PENSION  PLAN.  H.R.  3728  CONIAINS  BENEFlTCi  iANGES 
THAT  MUST  BE  IMPLEMENTED  IN  ONIA  l,=i':  MONTHS  TO  REALIZE  THL 
SAVINGS.   THE  DlSTRirr  MUSI  DIG  FLR  IlUR  INTO  THE  lAXPAVERS 
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9 
POCKETS    \0  PAY  UNFUNDLD  BtNEFITS,  WHILE  WITNESSING'  YET  MORE 

GROWTH  IN  THE  UNFUNDED  LFABILHY. 

I  URGE  YOU  TO  ACT  FAVORABLY  AND  AS  SOON  AS  POSSIBLE  ON  H.R.  3728. 
IT  IS  RESPONSIBLE  LEGISLATION  THAT  ASKS  FOR  REASONABLE  SACRIFICES 
FROM  ALL  PARTIES.  H.R.  3728  WILL  GO  A  LONG  WAY  TO  HELPING  THE 
DISTRICT  SOLVE  ITS  LONG-TERM  FINANCIAL  PROBLEMS. 

THIS  CONCLUDES  MY  TESTIMONY.  I  WILL  BE  HAPPY  TO  ANSWER  ANY 
QUESTIONS  YOU  MAY  HAVE. 
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Ms.  Norton.  Thank  you,  Chairman  Clarke. 

Mr.  Ballenger. 

Mr.  Ballenger.  Thank  you. 

District  Payments  for  Pensions  and  Medicaid 

Mayor  Kelly,  recently  you  made  a  settlement  with  the  retirement 
board  that  said  that  you  would  make  all  of  the  fiscal  year  1994 
payments  and  fiscal  year  1995  payments  by  the  end  of  1995,  but 
at  the  same  time  it  appears  the  city  won't  be  able  to  meet  their 
payments  on  other  things  such  as  medicaid  payments  and  police 
overtime  costs. 

What  happened  with  regards  to  the  District's  financial  situation 
that  enabled  you  to  make  this  agreement? 

Mayor  Kelly.  The  proposed  agreement  was  not  too  far  removed 
from  what  was  originally  proposed  as  a  part  of  our  own  budget 
process.  So  there  is  not  a  significantly  new  wrinkle  to  this  agree- 
ment. It  was  just  that  all  of  the  parties  ultimately  accepted  it. 

Mr.  Ballenger.  I  was  just  wondering  if  you  could  make  an 
agreement  to  pay  some  items  and  not  be  able  to  make,  say,  medic- 
aid payments  or  police — I  don't  know  how  it  operates,  but  what 
happens  to  the  people  that  receive  medicaid  in  D.C.  if  you  don't 
make  your  share  of  payments? 

Mayor  Kelly.  I  was  a  little  caught  unawares  when  you  made 
that  statement,  and  my  chief  financial  officer  just  advised  me, 
there  is  no  problem  with  the  medicaid  payments.  I  can  have  Ellen 
O'Connor  join  us,  if  that  is  acceptable  to  you.  Is  that  all  right? 

Mr.  Ballenger.  I  can't  argue  the  point.  I  am  just  obviously  oper- 
ating from  a  technical  viewpoint. 

Ms.  O'Connor.  Just  to  bolster  the  mayor's  remarks,  the  question 
with  regard  to  the  retirement  board  payments  was  when  would  we 
make  seven  payments.  And  the  District  had  proposed  six  dates 
which  were  accepted,  so  that  it  conforms  to  what  our  cash  forecast 
had  been.  The  seventh  payment  is  12  months  away,  and  that  pro- 
vides plenty  of  time  for  the  District  to  identify  additional  cash 
sources. 

We  are  not  looking  at  any  U.S.  Treasury  borrowing  nor  are  we 
looking  at  delaying  any  medicaid  bills. 

Some  Employees  Still  in  Federal  System 

Mr.  Ballenger.  I  wonder  if  you  could  comment  on  the  fact  that 
while  the  city  does  contribute  over  50  percent  of  teachers',  police, 
firefighters'  and  judges'  payroll,  the  District's  total  contributions  to 
pensions  as  a  percentage  to  total  payroll,  previously  mentioning 
those,  if  you  include  everybody,  instead  of  50  percent,  it  is  about 
30  percent  due  to  the  number  of  employees  that  are  still  under  the 
Federal  retirement  system? 

Mayor  Kelly.  I  am  not  sure  I  understand  the 

Mr.  Ballenger.  The  basic  point  is,  the  large  donations  you  have 
to  make  to  the  teachers',  police,  firefighters'  and  judges'  payroll  for 
retirement  systems,  using  that  alone  makes  a  much  more  difficult 
story  than  if  you  use  the  total  payroll  of  which  the  Federal  Govern- 
ment picks  up  a  rather  substantial  amount  of  the  retirement  sys- 
tem of  those  not  under  the  police,  firefighters,  and  judges. 
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Mayor  KELLY.  I  guess  what  is — and  I  mean  no  impertinence 
here — what  is  confusing  me  is  that  as  I  understood  it,  the  only 
issue  on  the  table  here,  the  financial  ticking  time  bomb  that  we 
were  talking  about,  is  exclusively  this  particular  retirement  fund. 

Mr.  Ballenger.  Well,  the  basic  point  I  am  bringing  up  is  that 
the  Federal  Government  has  a  commitment  and  is  standing  behind 
its  commitment  in  the  other  area — the  areas  of  other  employees. 
That  doesn't  seem  to  be  involved  in  the  negotiations  or  the  ar- 
rangements to  clean  up  this  major  problem. 

Mayor  Kelly.  Because  that  is  in  no  way  relevant  to  the  obliga- 
tion that  the  Federal  Government  did  not  deal  with  at  the  time  of 
home  rule,  and  that  is  this  particular  obligation  that  is  now  worth 
$5  billion  in  liability. 

We  could  talk  about  a  range  of  points  of  agreement  and  depar- 
ture that  the  District  of  Columbia  Government  has  with  the  Fed- 
eral Government,  and  I  am  certain  vice  versa.  But  this  is  the  only 
issue  as  we  understood  it  that  is  on  the  table  today.  This  was  clear- 
ly a  creation  of  the  Federal  Government.  But  it  is  something  that 
we  understand  given  the  realities  of  life  that  we  are  prepared  to 
assume  70  percent  of  the  responsibility. 

Did  District  Delay  in  Facing  the  Pension  Problem? 

Mr.  Ballenger.  Mr.  Clarke,  I  wonder  if  you — ^you  somehow 
touched  on  it,  but  I  wondered  if  you  could  give  us  some  reason  as 
to  why  it  took  until  now  to  be  able  to  recognize  and  face  the  prob- 
lem that  obviously  was  there  from  some  time  in  the  past. 

Mr.  Clarke.  Well,  sir,  we  have  been  trying  to  face  it.  Our  city 
government  was  before  the  Congress  of  the  United  States  in  the 
late  1970s.  While  the  Congress  was  considering  the  changes  that 
it  ultimately  adopted,  the  city  was  certainly  behind  the  legislation 
that  went  to  the  White  House,  in  1978,  that  was  vetoed  by  Presi- 
dent Carter. 

We  have  been  here  all  the  way  along  in  that  respect.  I  began  to 
address  it  after  I  became  Chairman  of  the  city  council.  I  became 
Chairman  in  1983,  and  I  addressed  it.  Prior  to  my  addressing  it, 
then  Council  Member  Wilson  had  written  with  respect  to  it,  and  I 
testified  before  the  Congress  in  that  regard. 

I  can  recall  when  Senator  Harkin  was  the  Chair  of  our  appro- 
priations subcommittee,  raising  the  issue  with  him  at  that  time. 
When  I  returned  to  the  city  council  chair  this  year,  I  set  it  as  a 
priority.  Meanwhile,  the  city  has  addressed  the  issue  you  just 
raised,  sir,  and  that  is  the  retirement  system  for  other  employees. 
The  city  adopted  its  own  retirement  system  for  its  own  employees 
in  1987,  which  I  think  was  simultaneous  with  the  Congress  consid- 
ering new  systems  for  all  Federal  employees  across  the  board. 

Home  Rule  Act  Grandfathered  Retirement  Benefits 

When  the  Congress  adopted  the  Home  Rule  Act,  it  explicitly  stat- 
ed in  there  that  the  retirement  would  continue  in  place  for  the  em- 
ployees then  on  board.  The  council  was  prohibited  by  the  Home 
Rule  Act  from  going  into  that  vis-a-vis  employees  then  on  board. 
We  were  permitted  to  go  into  it  with  respect  to  new  employees,  and 
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we  did  it  simultaneously  with  the  Congress  addressing  the  Civil 
Service  Retirement  System  for  all  Federal  employees. 

So  I  think  the  council  has  been  vigilant  with  respect  to  the  is- 
sues, sir. 

Plan  for  New  Hires 

Mr.  Ballenger.  I  wonder  if  you  can  tell  me  what  the  current 
status  is  on  the  current  legislation  considered  by  the  council  for 
new  hires  of  teachers,  police,  firefighters  and  judges. 

Mr.  Clarke.  There  will  be  a  hearing  on  it  on  July  12th. 

Mr.  Bai.lenger.  Are  there  specific  provisions  in  that  legislation 
that — does  it  include  judges,  teachers,  police  and  firefighters? 

Mr.  Clarke.  Yes,  it  does.  As  introduced,  it  would  provide  for 
them  the  same  system  as  exists  for  those  D.C.  government  employ- 
ees outside  of  those  groups  that  I  just  spoke  of  as  having  been 
adopted  by  the  council  in  1987. 

I  did  mention  in  my  statement  earlier  that  there  are  some  par- 
ticular concerns  that  we  have  with  respect  to  particularly  public 
safety  employees.  To  call  for  police  personnel  and  fire  personnel  to 
work  to  age  65  is  not  always  the  best  for  either  them  or  for  the 
services  that  we  want  to  have  delivered  to  the  public  and  the  visi- 
tors to  our  city.  There  are  going  to  have  to  be  some  adjustments 
made  to  it. 

The  purpose  of  those  hearings  is  to  explore,  one,  their  views, 
those  employee  groups,  but  also  to  look  at  the  other  options  that 
are  used  by  other  jurisdictions  across  the  country  for  the  provision 
of  these  kinds  of  retirement  programs. 

Mr.  Ballenger.  Thank  you.  Madam  Chair. 

Ms.  Norton.  Thank  you. 

Pensions  Problem  Concerns  Financial  Markets 

My  good  colleague,  Mr.  Ballenger,  asked  why  we  shouldn't  move 
sooner,  but  I  note  he  suggested  we  shouldn't  rush  into  a  new  situa- 
tion here.  I  wonder  if  both  of  you  might  indicate  for  the  record 
what  way,  if  any,  the  present  way  in  which  the  District  and  the 
Federal  Government  handle  the  pension  fund  afiect  the  District's 
standing  in  the  financial  markets  or  in  other  areas. 

Mayor  K^LLY.  The  unfunded  pension  liability  is  a  major  concern 
of  the  financial  markets.  It  has  been  a  continuing  source  of  focus 
by  the  financial  markets.  And  as  we  approach  the  date  when  Con- 
gress could  potentially  separate  itself  from  the  obligation  that  it 
significantly  created,  it  could  have  a  real  adverse  impact  upon  the 
District's  investment  grade  ratings. 

Ms.  Norton.  Mr.  Clarke? 

Mr.  Clarke.  Yes,  ma'am.  In  most  of  the  credit  reports  that  are 
done  on  our  credit  ratings,  there  is  a  very  definite  and  derogatory 
reference  to  this. 

Ms.  Norton.  Does  that  credit  rating  or  credit  reference  worsen 
in  its  impact  as  the  city's  own  fiscal  situation  deteriorates? 

Mr.  Clarke.  I  am  sure  it  doesn't  help  us  at  all.  By  virtue  of  the 
fact  that  it  warrants  the  reference,  obviously  it  has  got  an  effect. 

Ms.  Norton.  It  is  unusual  to  have  a  reference  then  to  a  specific 
liability  noted  in  that  way. 
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Mr.  Clarke.  I  don't  know  how  unusual  it  is  to  have  such  a  ref- 
erence. I  haven't  looked  across  the  country  at  every  credit  rating 
that  has  come  forward.  But  when  the  credit  rating  agencies  make 
a  point  of  it,  it  certainly  should  be  paid  attention  to. 

Mayor  Kelly.  In  response  to  your  question,  Madam  Chair,  yes, 
it  is  unusual  for  it  to  be  cited,  in  large  measure  because  in  the 
1980s,  where  States  had  not  met  this  obligation,  they  started  creat- 
ing—dealing with  it  and  creating  a  separate  funding  process.  Be- 
cause ours  was  so  unusual  in  terms  of  being  a  federally  transferred 
liability,  ours  continues  to  be  a  source  of  focus. 

Ms.  Norton.  So  you  are  hampered  vis-a-vis  other  States  and 
cities  in  making  these  changes. 

Mayor  Kelly.  It  is  not  the  same  flexibility,  yes. 

Other  Options  for  Meeting  Unfunded  Liability 

Ms.  Norton.  Mr.  Ballenger  indicated  that  there  may  be  other 
options  beyond  the  one  encompassed  in  my  bill.  In  the  proceedings 
involving  all  the  parties,  did  you  consider  other  options,  or  was  this 
the  only  option  that  was  considered? 

Mayor  Kelly.  There  are  a  range  of  options.  The  issue  becomes 
what  is  realistic.  Clearly  it  would  have  been  our  strong  preference 
that  the  Federal  Government  could  assume  even  a  gi-eater  respon- 
sibility since  the  Federal  Grovemment  is  the  primary  source  of  the 
problem. 

Having  recognized  that  was  not  likely  to  happen,  the  District  of 
Columbia  pushed  hard  to  get  our  D.C.  Government  employees  to 
take  a  substantial  cut  in  what  they  could  expect  as  well  as  make 
a  greater  contribution  at  the  same  time. 

We  think,  therefore,  that  the  proposed  solution  embodied  in  your 
bill.  Madam  Chair,  is  a  very  reasoned,  realistic  solution  that  at 
least  has  some  level  of  equity  in  it  in  terms  of  the  Federal  Govern- 
ment not  having  a  declining  commitment  but  at  least  a  steady  com- 
mitment. 

So  at  this  juncture,  I  don't  think  there  really  is  any  other  realis- 
tic option. 

Ms.  Norton.  I  just  want  to  say  for  the  record,  in  light  of  your 
comments.  Mayor  Kelly,  that,  of  course,  my  office  was  at  the  table 
as  well,  in  a  very  unusual  arrangement  where  everybody  had  to  de- 
cide whether  to  take  on  some  part  of  the  responsibility  before  com- 
ing to  the  Congress. 

And  there  was  great  maturity  and  forbearance  shown  by  all  con- 
cerned. And  I  do  want  to  say  for  the  record  that  normally  in  mat- 
ters of  this  kind,  the  bill  that  is  produced  represents  essentially  a 
negotiating  position,  as  I  suppose  in  collective  bargaining,  and  I 
must  tell  you,  as  is  often  the  case  in  the  Congress,  people  start 
with  a  bill  or  with  a  concept  that  they  know  they  cannot  attain  on 
the  theory  that  they  will  be  bargained  down  to  some  other  concept 
or  amount. 

I  hope  that  the  city  and  the  parties  will  not  be  penalized  because 
they  decided  not  to  engage  in  a  negotiating  position  bill.  Instead, 
what  happened  was  that  the  parties  decided  to  try  to  get,  so  far 
as  they  could,  commitments  from  all  of  those  concerned,  and  then 
to  shoulder  far  and  away,  continuing  to  shoulder  the  bulk  of  the 
burden. 


50 

Mr.  Dixon,  in  his  subcommittee,  has  indicated  that  while  he 
thinks  that  this  is  critical,  it  is  critical  for  the  city  to  proceed  as 
we  have;  that  there  will  be  very  little  effect  in  the  near  future,  to 
say  the  very  least,  near  future,  on  the  amount  of  pa3rments  you  are 
expected  to  make. 

Will  H.R.  3728  Reduce  District  Payments? 

Could  you  say  something  about  whether  you  expect  your  pay- 
ments to  go  down  as  a  result  of  this  legislation? 

Mr.  Clarke.  Ms.  Norton,  the  answer  is  no,  because  we  have  built 
into  the  legislation  that  the  council  passed  a  prohibition  upon  it 
going  down,  even  if  under  the  calculations  it  would  go  down.  In 
other  words,  the  additional  money  would  continue  to  be  paid  by  the 
city  for  a  period  of  time  into  the  fund,  making  the  fund  all  the 
more  solvent.  That  is  another  indicator  of  the  city  council's  serious, 
serious  commitment  to  the  solvency  of  this  fund. 

Negotiations  With  Employees 

If  I  could  take  the  occasion  of  that  question  to  maybe  address 
your  previous  one.  I  was  not  part  of  the  discussions  while  I  was  off 
of  the  city  council  that  you  have  spoken  to  and  the  mayor  has  spo- 
ken to,  although  I  have  been  briefed  on  them  not  only  by  persons 
in  the  government,  but  outside  of  the  government  who  are  party 
to  them. 

My  understanding  is  that  the  employees  bargained  fairly  and 
openly  and  gave  as  well  as  asked  in  that  process.  It  was  a  tremen- 
dous interest  on  the  part  of  the  employees  that  the  cost  of  living 
adjustments  not  be  set  as  the  Rivlin  Commission  had  rec- 
ommended, and  in  recognition  of  that,  they  were  willing  to  agree 
to  higher  contributions  from  their  on-board  employees. 

In  other  words,  they  say  their  on-board  employees  have  to  pay 
more  and  their  retired  employees  have  to  receive  less.  It  did  wind 
up  in  the  legislation  that  went  forward  with  a  reduction  in  the  fre- 
quency of  cost  of  living  adjustments.  But  there  is  not  in  the  legisla- 
tion the  1  percent  differential  on  a  yearly  basis,  which  compounded 
over  years  can  be  quite  effective  over  the  life  of  a  retiree,  that  the 
Rivlin  Commission  had  asked  for. 

I  said  then,  I  continue  to  say,  that  I  think  that  is  a  legitimate 
compromise,  and  it  should  be  respected,  and  I  continue  to  stand  for 
what  was  negotiated  at  that  time.  While  the  mayor  indicated  she 
is  not  adverse  to  changes,  I  would  be  extremely  reluctant  in  that 
regard. 

Keeping  Federal  Payment  the  Same  for  a  Longer  Period 

Ms.  Norton.  Just  a  couple  more  questions.  One  option  that  was 
offered  was  that  the  Federal  Government  continue  to  pay  the  flat 
$52.1  million  rate.  I  wonder  if  you  would  comment  on  the  effect  of 
that  on  matters  such  as  bond  ratings,  pension  liability  and  the 
city's  finances.  Lengthen  the  time,  but  keep  the  amount  flat  for  the 
Federal  Government. 

Mr,  POHLMAN.  Ms.  Norton,  I  would  like  to  comment  on  that.  The 
problem  with  that  approach  is,  as  we  all  know,  if  you  make  a  con- 
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stant  payment  over  a  40-year  period,  that  contribution  is  not  worth 
very  much  at  the  end  of  40  years. 

Ms.  Norton.  In  real  dollars. 

Mr.  POHLMAN.  In  real  dollars.  And  that  is  the  problem  with  this 
fixed  flat  payment  over  a  long  period  of  time.  That  is  why  any  actu- 
arially sound  plan  requires  some  kind  of  increasing  contribution  or 
a  contribution  tied  to  inflation  or  pay  raises,  increasing  costs  over 
time.  Now,  in  real  terms,  that  contribution,  if  it  rises  with  infla- 
tion, is  no  more  a  burden  40  years  from  now,  even  though  it  may 
be  much  higher,  than  it  is  today.  That  is  simply  a  common  eco- 
nomic understanding  that  I  think  all  programs  that  have  an  infla- 
tion factor  share. 

So  that  if  you  are  getting  a  flat  payment,  rating  agencies,  the  in- 
vestment public,  certainly  look  at  that  and  discount  the  value  of  it, 
because  they  know  that  as  you  go  out  into  future  years,  it  is  not 
worth  nearly  as  much  as  it  is  today. 

Ms.  Norton.  And  inevitably  the  city's  payment  then  makes  up 
for 

Mr.  PoHLMAN.  Exactly.  It  would  simply  mean — and  commenting 
on  the  idea  that  there  are  alternative  ways  to  solve  the  problem. 
On  the  face  of  it  there  are  alternative  ways.  We  don't  consider 
them  acceptable.  The  alternative  ways  are  for  the  District  of  Co- 
lumbia to  pay  the  entire  bill  or  a  great,  great  share  of  it.  That  is 
the  alternative  we  are  talking  about  here. 

Ms.  Norton.  What  would  be  the  reaction  of  the  financial  mar- 
kets, do  you  think,  to  flat  payment,  but  longer  period? 

Mr.  POHLMAN.  As  I  said,  it  would  be  discounted,  because  it  is 
flat,  and  inflation 

Ms.  Norton.  I  am  sorry,  I  mean  on  the  District's  ability  to  bor- 
row on  the  interest  it  paid  and  the  like. 

Mayor  Kelly.  To  the  extent  that  Bob  Pohlman  is  saying  that  it 
would  be  discounted,  it  would  be  perceived  that  the  District  of  Co- 
lumbia still  had  not  in  effect  solved  the  problem.  It  would  continue 
to  have  a  destabilizing  influence  upon  our  ratings.  And  I  think  as 
the  problem  compounds  itself  could  have  an  adverse  impact  upon 
our  ratings. 

Ms.  Norton.  And  Mayor  Kelly,  you  believe  this  liability  today 
adds  to  the  cost  of  borrowing  to  the  District? 

Mayor  Kelly.  Without  a  doubt. 

Ms.  Norton.  Mr.  Clarke? 

Mr.  Clarke.  The  actuarial  report  we  recently  received  showed 
that  if  that  approach  were  followed  and  payments  were  kept  con- 
stant at  the  $52  miUion,  by  the  year  2020  the  city  would  be  paying 
$100  million  more  than  it  would  pay  under  the  legislation  you  have 
introduced. 

Ms.  Norton.  $100  million  more? 

Mr.  Clarke.  We  are  going  to  pay  a  lot  under  the  legislation  you 
have  done,  but  $100  million  more  than  that  would  be  what  would 
have  to  be  paid  by  the  city  at  that  time. 

Raines  Report 

Ms.  Norton.  Final  question  on  the  pending  legislation.  There 
are  two  issues.  One  has  to  do  with  the  Raines  report  and  its  rec- 
ommendations to  the  council,  and  the  other  has  to  do  with  new 
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hires.  Did  I  understand  you  to  say  hearings  on  both  of  those  are 
planned  in  the  near  future? 

Mr.  Clarke.  Hearings  on  the  new  hires  are  scheduled  for  July 
12th.  The  legislation  which  embodies  the  recommendations  that 
came  to  you  from  your  consultants  has  just  been  introduced.  It  will 
be  referred  to  the  Committee  on  Government  Operations  this  morn- 
ing, as  a  matter  of  fact.  Council  Member  Brazil  is  a  co-introducer 
of  that  legislation  with  me.  We  have  been  in  consultation  with  him, 
and  while  I  don't  have  it  in  writing  at  this  moment,  I  can  virtually 
assure  you  hearings  will  be  held  this  year. 

Ms.  Norton.  Thank  you  very  much.  I  want  to  thank  both  of  you 
for  appearing  this  morning  and  for  your  very  clear  and  forthright 
testimony. 

Mayor  Kelly.  Thank  you  so  very  much. 

Ms.  Norton.  The  next  witness  is  Mr.  Franklin  D.  Raines,  former 
Chairman,  Task  Force  on  the  District  of  Columbia  Retirement 
Board. 

Mr.  Raines,  we  want  to  welcome  you,  and  the  Members  of  your 
task  force,  who  I  see  have  appeared  with  you.  I  just  want  to  note 
for  the  record  the  splendid  report  you  and  the  task  force  produced, 
how  valuable  that  has  been  to  the  Congress  of  the  United  States. 

You  are  required  really  to  offer  only  a  brief  summary  of  your  re- 
marks. The  entire  remarks  will  be  entered  for  the  record.  If  the 
Members  of  the  task  force  wish  to  make  any  contribution,  they  also 
are  free  to  do  so. 

STATEMENT  OF  FRANKLIN  D.  RAINES,  FORMER  CHAIRMAN, 
TASK  FORCE  ON  THE  DISTRICT  OF  COLUMBIA  RETIREMENT 
BOARD,  ACCOMPANIED  BY  JOHN  FLEMING,  INSTRUCTOR, 
GEORGE  WASHINGTON  UNIVERSITY,  AND  DAVID  ROGERS, 
ATTORNEY,  DAVIS,  WRIGHT  TREMAINE 

Mr.  Raines.  Thank  you  very  much,  Mrs.  Norton,  and  thank  you 
for  inviting  us  to  testify. 

Ms.  Norton.  For  the  record,  would  you  identify  the  Members  of 
the  task  force  with  you,  as  well? 

Mr.  Raines.  Yes,  I  will.  To  my  right  is  Task  Force  Member  John 
Fleming,  who  is  an  instructor  in  pension  plan  design  at  George 
Washington  University.  He  is  Administrative  Director  Emeritus  of 
the  Bakery  and  Confectionery  Union  Pension  funds.  To  my  left  is 
David  Rogers,  a  partner  with  the  law  firm  of  Davis,  Wright, 
Tremaine.  Our  fourth  member  of  the  task  force,  James  Wolbarsht, 
is  the  former  Chief  Financial  Officer  of  the  Pension  Benefit  Guar- 
antee Corporation.  He  could  not  be  with  us  here  this  morning. 

We  thank  you  for  this  opportunity  and  for  the  opportunity  to 
serve  on  the  task  force  that  you  convened.  The  work  of  the  commit- 
tee has  been  published  in  a  report,  which  we  would  ask  if  the  re- 
port of  the  task  force  could  be  entered  into  the  record. 

Ms.  Norton.  So  ordered. 

[The  information  appears  in  Appendix  A.] 

Mr.  Raines.  Let  me  briefly  touch  on  a  couple  of  highlights  of 
what  we  tried  to  do.  The  task  force  was  focused  primarily  on  the 
operations  of  the  Retirement  Board  and  not  directly  on  the  issue 
of  its  funding.  We  made  recommendations  that  we  believe,  if  imple- 
mented, will  bring  the  District  of  Columbia  Retirement  Board  into 
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conformity  with  the  best  practices  of  public  pension  funds  in  the 
nation. 

We  conducted  our  review  over  a  period  of  months  that  involved 
both  research  as  well  as  interviews  with  individuals  involved  with 
the  Retirement  Board's  activities.  Our  findings  came  in  two  cat- 
egories. The  first  category  included  internal  reforms  that  the  board 
can  implement  immediately  on  its  own  without  the  need  for  con- 
gressional or  city  council  action.  The  second  category  included  a 
number  of  statutory  reforms  that  the  appropriate  committees  of  the 
city  council  and  Congress  should  consider  enacting  after  hearings 
and  review  through  the  legislative  process. 

Internal  Reforms 

The  recommendations  that  we  have  that  I  would  like  to  highlight 
first  relate  to  the  board's  mission  and  operation.  We  believe  that 
the  board  needs  to  review  the  role  of  its  board  members  and  clarify 
the  responsibility  of  the  board  members  and  then  adopt  adequate 
control  procedures  to  make  sure  that  the  board  is  focusing  its  at- 
tention on  appropriate  matters.  We  think  this  will  enable  the  board 
to  move  away  from  its  present  administrative  management  role 
and  begin  focusing  more  on  its  responsibilities  of  setting,  imple- 
menting and  monitoring  its  long-term  investment  policies. 

Our  second  recommendation  related  to  the  adoption  of  a  code  of 
business  conduct  and  improved  methods  for  reporting  by  board 
members,  professional  staff  and  consultants,  as  part  of  these  con- 
trol procedures. 

In  addition,  we  think  the  board  should  adopt  the  means  to  evalu- 
ate independently  the  advice  it  receives  from  outside  consultants. 
We  think  this  can  be  done  by  improving  policies  and  procedures 
and  by  strengthening  the  responsibilities  of  the  professional  staff. 
If  implemented  immediately,  we  think  these  recommendations  also 
help  the  board  carry  out  its  responsibilities  more  effectively  and 
consistently  with  the  requirements  mandated  by  law. 

We  also  think  that  by  refining  their  performance  expectations, 
the  board  should  be  able  to  maximize  its  resources  and  diminish 
the  incidence  of  lapses  that  would  tend  to  erode  public  confidence 
in  the  operations  of  the  board. 

Statutory  Reforms 

In  addition  to  these  immediate  reforms,  we  had  several  statutory 
reforms  that  we  suggested.  First,  we  suggested  the  board  should 
include  more  members  with  professional  investment  expertise  and 
experience.  Second,  we  believe  that  the  present  board  compensation 
practice  of  paying  board  members  an  hourly  rate  for  board  business 
should  be  replaced  with  a  payment  of  a  flat  annual  fee. 

Third,  although  we  were  impressed  with  the  professionalism  of 
the  board  staff,  we  recommend  the  addition  of  a  chief  investment 
officer  to  strengthen  the  professional  staff.  Fourth,  we  rec- 
ommended that  the  role  of  the  Executive  Director  be  strengthened 
particularly  on  administrative  matters,  and  that  a  new  chief  com- 
pliance officer  function  be  defined  by  law. 

Fifth,  we  recommended  a  consolidation  of  all  the  benefit  deter- 
mination and  administrative  function  responsibilities  for  police  offi- 
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cers,  firefighters,  teachers  and  judges  under  the  responsibility  of 
the  board. 

ConsoHdation  of  these  functions  would  improve  the  management 
and  soundness  of  the  retirement  plans  and  for  the  first  time  enable 
the  board  to  meaningfully  discharge  its  fiduciary  responsibilities  by 
acting  not  only  as  an  asset  investor,  but  also  as  a  liability  man- 
ager. 

Sixth  and  last,  we  recommended  that  the  City  Council  Commit- 
tee that  has  jurisdiction  hold  at  least  one  annual  oversight  hearing 
on  the  board.  We  believe  that  institutional  oversight  will  assist  in 
maintaining  the  board's  performance,  and  that  the  board's  perform- 
ance will  improve  with  increased  public  awareness  and  legislative 
oversight  over  continuing  disclosure  requirements. 

That  concludes  my  summary  of  my  testimony.  We  thank  you  for 
allowing  us  to  summarize  our  report  and  place  it  in  the  record.  We 
would  be  happy  to  answer  any  questions  that  you  may  have. 

[The  prepared  statement  of  Mr.  Raines  follows:] 
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Thank  you  Mr.  Chairman  for  the  invitation  to  testify  on  behalf  of 
the  Task  Force  on  the  District  of  Columbia  Retirement  Board  to  the 
House  Committee  on  the  District  of  Columbia,  Subcommittee  on  Fiscal 
Affairs  and  Health. 

My  name  is  Frank  Raines  and  I  am  the  Vice  Chairman  of  Fannie  Mae 
and  I  served  as  Chairman  of  the  Task  Force  on  the  District  of 
Columbia  Retirement  Board.  The  Honorable  Eleanor  Holmes  Norton 
asked  the  Task  Force  to  review  the  structure,  operations,  and 
management  policies  and  practices  of  the  District  of  Columbia 
Retirement  Board,  also  known  as  the  DCRB . 

The  Task  Force  was  composed  of  individuals  familiar  with  pension 
design  and  administration,  pension  law,  and  the  management  of 
investment  assets.  My  fellow  Task  Force  members  were:  John 
Fleming,  an  instructor  in  pension  plan  design  at  George  Washington 
University  and  former  administrative  director  of  the  Bakery  and 
Confectionery  Union  and  Industry  International  Health  Benefits  and 
Pension  Fund;  David  Rogers,  a  partner  with  the  law  firm  of  Davis, 
Wright  Tremaine ;  and  James  Wolbarsht,  the  former  Chief  Financial 
Officer  of  the  Pension  Benefit  Guaranty  Corporation. 
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The  work  of  the  committee  has  been  published  in  a  Report  of  the 
Task  Force  on  the  District  of  Columbia  Retirement  Board,  which  we 
ask  be  entered  into  the  record.  And  now,  I  am  pleased  to  provide 
a  summary  of  the  Task  Force  recommendations,  contained  in  that 
report . 

These  recommendations  were  provided  to: 

0  the  District  of  Columbia  Retirement  Board  and  the  Council 
of  the  District  of  Columbia  for  implementation,  and  to 

0  Congresswoman  Norton  for  use  in  her  work  with  Congress  to 
ensure  the  long-term  solvency  of  the  funds  administered 
by  the  Board  and  to  stabilize  the  future  burden  on  the 
District  of  Columbia's  budget. 

If  fully  implemented,  we  believe  these  recommendations  will  bring 
the  District  of  Columbia  Retirement  Board  into  conformity  with  the 
best  practices  of  public  pension  funds  in  the  nation. 

Let  me  tell  you  how  the  Task  Force  arrived  at  its  recommendations. 
The  committee  employed  a  number  of  methods  to  complete  its  review 
of  the  DCRB,  including  document  review,  consultation  with  experts 
and  monitoring  of  legislative  developments. 
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We  also  reviewed  the  management  practices  of  some  of  the  best 
public  pension  funds  in  the  United  States.  Additionally,  we 
interviewed  key  people  associated  with  the  DCRB . 

Our  personal  interviews  included  meetings  with  James  A.  Tydings, 
Chairman  of  the  DCRB;  Jeanna  Cullins,  Executive  Director  of  the 
DCRB;  Sheila  Morgan- Johnson ,  Chief  Financial  Officer,  DCRB;  the 
auditors  of  the  Board,  Mitchell  Titus  and  Company;  the  actuaries 
for  the  DCRB,  Milliman  and  Robertson,  Inc.;  and  the  general 
investment  consultants  to  the  DCRB,  Callan  &  Associates. 
Congresswoman  Norton  and  I  also  met  with  members  of  the  DCRB.  And, 
we  also  made  general  inquiries  to  specialists  and  recognized 
pension  professionals. 

We  have  placed  the  key  findings  of  our  Task  Force  report  into  two 
categories . 

The  first  category  includes  internal  reforms  the  Board 
can  implement  immediately,  on  its  own,  without  the  need 
for  action  by  the  Congress  or  the  City  Council;  and, 
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The  second  category  includes  a  number  of  statutory 
reforms  to  the  DCRB  that  the  appropriate  committees  of 
the  City  Council  and  the  Congress  should  consider 
enacting  after  hearings  and  review  through  the 
legislative  process. 

I  commend  you  for  holding  this  hearing  as  the  Task  Force  has  urged 
the  appropriate  legislative  bodies  to  hold  hearings  this  year  to 
review  the  recommendations  set  forth  in  this  report  and  to  pass 
legislation  implementing  the  reforms  the  committees  determine  are 
appropriate . 

To  start,  we  recommended  that  the  District  of  Columbia  Retirement 
Board  immediately  take  three  actions  to  improve  its  ability  to 
discharge  its  fiduciary  responsibilities.  The  first  recommendation 
involves  the  Board,  its  mission,  and  operation.  We  believe  the 
DCRB  should  review  the  role  of  the  Board  members  and  clarify  the 
responsibilities  of  Board  members  and  then  adopt  adequate  control 
procedures  to  make  sure  the  Board  is  focusing  its  attention  on 
appropriate  matters.  This  will  enable  the  Board  to  move  away  from 
its  present  administrative  management  role  and  begin  focusing  more 
on  its  responsibility  of  setting,  implementing  and  monitoring  its 
long  term  investment  policies. 
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Our  second  recommendation  is  that  the  Board  adopt  a  Code  of 
Business  Conduct  and  improved  methods  for  reporting  by  the  Board 
members,  the  professional  staff  and  the  DCRB's  consultants  also  be 
included  in  these  control  procedures.  The  development  and 
implementation  of  enhanced  systems  and  control  procedures  will 
facilitate  monitoring  and  follow-up  of  the  activities  of  the  Board, 
its  members,  the  professional  staff  and  its  vendors. 

In  addition,  the  DCRB  should  develop  the  means  to  evaluate 
independently  the  advice  it  receives  from  outside  consultants.  This 
can  be  done  by  improving  policies  and  procedures  and  strengthening 
the  responsibilities  of  the  professional  staff.  For  example,  the 
Task  Force  found  that  the  present  Board  is  a  captive  audience  to 
its  general  investment  consultant  Callan  &  Associates.  The  Task 
Force  believes  the  DC  Retirement  Board  should  hold  Callan  more 
accountable  than  they  have  in  the  past . 

If  implemented  immediately,  the  cumulative  effect  of  these  Task 
Force  recommendations  should  help  the  DCRB  carry  out  its 
responsibilities  more  effectively  and  consistent  with  the 
requirements  mandated  by  law.  Moreover,  by  redefining  the  DCRB's 
performance  expectations,  the  DCRB  should  be  able  to  maximize  its 
resources  and  diminish  the  incidence  of  lapses  that  would  tend  to 
erode  public  confidence  in  the  District  of  Columbia  Retirement 
Board. 
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In  addition  to  these  immediate  reforms,  the  Task  Force  recommended 
that  the  City  Council  and  Congress  consider  making  the  following 
statutory  changes  to  the  Retirement  Board. 

0  First,  the  Board  should  include  more  members  with 
•professional  investment  expertise  and  experience. 
Members  should  have  the  appropriate  background  and 
experience  to  independently  evaluate  the  recommendations 
presented  by  its  investment  consultants,  which  will 
enhance  the  DCRB's  ability  to  discharge  its  fiduciary 
duties . 

Interaction  between  experienced  Board  members  with 
substantial  financial  or  investment  management  background 
and  beneficiary  Board  members  without  financial  or 
investment  management  background  should  improve  the 
Board's  overall  performance. 

0  Second,  the  present  Board  compensation  practice  of  paying 
Board  members  an  hourly  rate  for  Board  business  should  be 
replaced  with  payment  of  a  flat  annual  fee. 
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0  Third,  although  the  DCRB's  professional  staff  is  capable, 
the  Task  Force  recommended  the  addition  of  a  chief 
investment  officer  or  CIO  to  strengthen  the  professional 
staff.  The  CIO  would  provide  the  necessary  expertise  to 
coordinate  and  monitor  the  implementation  of  investment 
policies  as  well  as  reduce  the  DCRB's  need  for  expensive 
investment  consultants.  The  Board  presently  pays  its 
investment  principal  consultants  annual  fees  of  over 
$300, 000. 

0  Fourth,  the  Task  Force  recommended  that  the  role  of  the 
Executive  Director  be  strengthened  and  a  new  chief 
compliance  officer  function  be  defined  by  law. 

0  Fifth,  the  Task  Force  recommended  placing  all  benefit 
determination  and  administration  function 
responsibilities  for  police  officers,  fire  fighters, 
teachers,  and  judges  under  the  responsibility  of  the 
Board.  Currently,  the  Board  does  not  have  any  benefits 
administration  function  responsibilities,  such  as 
determining  eligibility  or  monitoring  benefit 
determinations  for  consistency  or  benefit  payments  for 
accuracy. 
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Consolidation  of  these  functions  would  improve  the 
management  and  soundness  of  the  retirement  plans,  and, 
for  the  first  time,  enable  the  Board  to  meaningfully 
discharge  its  fiduciary  obligations  by  acting  as  not  only 
an  asset  investor,  but  also  as  a  liability  manager. 

0  Sixth,  and  last,  the  Task  Force  recommended  that  the 
appropriate  committee  of  the  City  Council  conduct  at 
least  one  annual  oversight  hearing  on  the  Board.  The 
Task  Force  believes  institutional  oversight  will  assist 
in  maintaining  the  Board's  performance;  and  that  the 
Board's  performance  will  improve  with  increased  public 
awareness  and  legislative  oversight  over  specific 
continuing  disclosure  requirements . 

This  concludes  my  testimony.  Again,  thank  you  for  the  opportunity 
to  appear  before  you  this  morning.  I  would  be  pleased  to  answer 
any  questions  you  may  have. 
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Ms.  Norton.  Thank  you  very  much,  Mr.  Raines.  Your  report,  as 
I  read  it,  went  beyond  recommendations  about  specific  problems. 
Rather,  you  used  the  words,  "best  practices."  Is  this  report  then 
considered  a  state-of-the-art  report  rather  than  a  specific  criticism 
of  the  entire  board? 

Mr.  Raines.  It  was  our  goal  to  try  to  identify  best  practices  and 
to  recommend  them  even  if  no  one  had  pointed  out  there  was  a 
problem  with  the  board  in  that  respect,  because  we  think  any  orga- 
nization benefits  from  benchmarking  itself  from  what  appears  to  be 
the  best  practice  in  the  field.  So  there  are  some  recommendations 
that  deal  with  matters  that  had  been  of  some  controversy  in  the 
press  prior  to  the  creation  of  the  task  force  and  other  issues  that 
came  up  in  our  discussions  as  we  talked  to  people,  issues  that  had 
not  been  matters  of  controversy,  nor  did  we  think  this  led  to  the 
board  failing  to  carry  out  a  responsibility,  but  where  we  thought 
they  could  improve  and  be  among  the  best  in  the  Nation.  So  we  in- 
cluded recommendations  of  that  nature. 

Ms.  Norton.  Thank  you.  Do  you  think  a  significant  number  of 
public  pension  boards  could  profit  from  the  kind  of  top-to-bottom 
study  you  did  in  the  D.C.  Retirement  Board? 

Mr.  Raines.  Well,  I  think  there  is  some  evidence  to  that  effect 
in  that  there  appears  to  be  professional  firms  who  are  making  a 
business  of  doing  these  kinds  of  reviews,  and  charging  fees  for 
doing  so.  So  I  think  there  is  apparently  a  feeling  abroad  that  this 
is  a  fruitful  time  for  public  pension  plans  to  look  at  themselves  and 
to  try  to  see  whether  or  not  they  are  properly  constituted  for  the 
task  that  they  face  in  the  1990s  and  going  into  the  next  century. 

Ms.  Norton.  I  recognize,  Mr.  Raines,  that  your  mission  was  not 
specifically  directed  to  the  board's  investment  record.  On  the  other 
hand,  you  are  an  expert  in  fiscal  affairs  and  especially  the  fiscal 
affairs  of  the  District  of  Columbia.  It  should  be  said  for  the  record 
you  deserve  very  significant  credit  for,  indeed,  as  the  architect  of 
the  proposal  that  succeeded  in  getting  the  District  the  first  $100 
million  in  1991,  and  ultimately  a  40  percent  increase  in  its  Federal 
payment  during  that  year. 

Effect  of  Changes 

In  light  of  your  own  background  in  the  field,  I  would  like  to  ask 
you  to  comment  on,  one,  the  effect  you  think  that  these  changes 
will  have  on  the  board's  standing  and  on  the  city's  standing  in  the 
financial  world,  and  secondly,  to  comment  on  the  board's  most  re- 
cent investment  record. 

Mr.  Raines.  I  think,  given  the  very  large  amounts  of  money  that 
are  now  being  accumulated  in  public  pension  plans,  it  is  very  im- 
portant that  the  operation  of  those  plans  meet  the  highest  stand- 
ards, because  it  is  an  immediate  reflection  on  the  capabilities  of  the 
sponsoring  government.  Also  it  serves  as  one  of  the  potentially 
largest  liabilities  that  a  local  government  maght  have  if  not  prop- 
erly done. 

My  own  view  is  that  adopting  best  practices  is  the  best  way  to 
provide  assurances  to  not  only  taxpayers  here,  but  also  to  others 
who  have  interest  in  the  District's  finances  that  this  will  not  be  a 
problem  area  that  they  have  to  worry  about. 
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Board's  Investment  Record 

Ms.  Norton.  I  asked  you  to  comment  on  the  board's  most  recent 
investment  record,  its  returns  in  particular. 

Mr.  Raines.  The  board  in  the  most  recent  periods,  has  had  an 
excellent  record,  and  we  think  it  is  a  direct  result  of  the  efforts  that 
they  have  undertaken  to  engage  in  a  better  setting  of  investment 
policies,  and  most  importantly,  carrying  them  out,  and  actually 
putting  them  into  practice. 

We  as  the  task  force  applaud  that  improved  performance.  Indeed, 
you  can  read  our  report  as  saying  that  the  kind  of  improvements 
that  have  been  made  need  to  be  institutionalized.  To  ensure  that 
they  continue  in  the  future  and  don't  vary  depending  on  the  mem- 
bership of  the  board  at  any  point  in  time  institutionalization,  we 
think,  is  very  important. 

So  we  are  very  encouraged  by  the  improvement  in  the  returns  in 
recent  years,  and  certainly  hope  that  they  will  continue  on  that 
path. 

Ms.  Norton  [presiding].  So  then  it  is  fair  to  say  that  the  Board's 
goals  and  policies  had  never  been  the  problem?  There  was  some 
problem  in  execution,  and  you  found  that  those  problems  in  execu- 
tion themselves  were  already  significantly  being  worked  out,  as 
witness  the  investment  returns? 

Mr.  Raines.  Yes.  We  found  that  certainly  the  Board's  current  in- 
vestment approach  is  the  most  sophisticated  it  has  been  in  the  his- 
tory of  the  Board.  From  a  policy  standpoint,  I  believe,  they  are  in 
a  better  position  now,  having  used  all  of  the  tools  of  modem  invest- 
ment management  available  to  establish  their  policies. 

Second,  the  Board  suffered  significantly  in  the  middle  1980s  from 
an  inability  to  completely  implement  the  policies  they  had  then, 
causing  them  to  have  a  significant  percentage  of  their  funds  in 
cash  during  one  of  the  largest  bull  markets  that  we  have  seen  in 
this  country.  So  the  ability  of  the  Board  to  actually  implement  its 
policies  we  think  is  very  important  and  a  very  good  sign.  We  think 
that  the  issue  really  today  is  how  do  you  institutionalize  these  im- 
provements so  that  they  aren't  a  function  simply  of  who  is  on  the 
Board  now  but  are  part  of  the  professional  nature  of  how  the  Board 
operates. 

Ms.  Norton.  And  the  investment  improvements  you  speak  of 
were  already  noted  before  the  task  force  began  its  work? 

Mr.  Raines.  That  is  right.  We  were — saw  evidence  during  our 
work  that  it  has  been  going  on  for  several  years.  It  is  clearly  not 
a  result  of  our  work.  It  is  a  result  of  the  work  of  the  Board  of  the 
retirement  fund. 

Ms.  Norton.  Is  there  anything  that  either  of  the  two  members 
of  the  task  force  would  like  to  add  before  I  let  Mr.  Raines  go? 

Mr.  Rogers.  I  think  just,  statistically,  our  report  indicates,  and 
I  am  sure  Chairman  Tydings  will  also  reiterate,  that  in  1993  the 
returns  placed  them  in  the  first  percentile.  Again  in  the  first  three 
months  of  1994  they  were  again  in  the  first  percentile  in  terms  of 
investment  performance,  which  was  a  marked  improvement. 
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Codifying  Changes 

Mr.  Fleming.  Frank  used  the  word  institutionalize;  I  use  the 
word  codify.  They  have  obviously  been  doing  very  good  things  in 
the  last  year  and  a  half,  two  years.  Our  urging  is  that  they  codify 
those  things  by  having  them  in  writing  and  having  them  be  able 
to  be  followed  by  those  who  follow  them. 

The  easiest  and  best  time  to  do  that  codification  is  when  you 
have  a  competent  board  of  trustees  who  are  doing  the  proper  job. 
To  then  write  it  down  and  have  it  somewhat  within  the  force  of  law 
is  the  best  possible  approach  they  can  make,  and  that  is  what  our 
urging  is  to  them. 

Ms.  Norton.  Well,  thank  you  very  much.  I  just  want  to  say  to — 
there  are  actually  four  of  you — that  you  are  the  very  best  in  the 
field.  Your  work  was  pro  bono,  and  it  was  an  enormous  contribu- 
tion not  only  to  the  effort  here  in  the  Congress  and  the  city  but  I 
am  sure  residents  would  feel  as  we  do.  I  want  to  thank  each  of  you 
once  again  for  that  very  valuable  contribution  toward  the  progress 
we  have  made  and  the  goal  we  have  set  on  relieving  the  District 
of  at  least  some  of  the  responsibility  it  now  has. 

Thank  you  very  much. 

I  would  like  to  call  Mr.  Joseph  Delfico,  Director,  Income  Security 
Issues,  Health,  Education  and  Human  Services  Division,  of  the 
GAO. 

STATEMENT  OF  JOSEPH  DELFICO,  DIRECTOR,  INCOME  SECU- 
RITY ISSUES,  HEALTH,  EDUCATION  AND  HUMAN  SERVICES 
DIVISION,  U.S.  GENERAL  ACCOUNTING  OFFICE,  ACCOM- 
PANIED BY  DONALD  SNYDER,  ASSISTANT  DIRECTOR,  PEN- 
SION GROUP 

Mr.  Delfico.  Thank  you.  Madam  Chair. 

With  me  today  is  Mr.  Donald  Snyder,  here  on  my  left,  who  is  an 
assistant  director  in  our  pension  group  and  who  has  done  work  for 
the  subcommittee  and  is  continuing  to  do  work  for  the  subcommit- 
tee in  the  areas  of  the  District  pension  plan. 

Thank  you  for  inviting  me  here  today  to  provide  a  brief  history 
and  an  overview  of  the  current  unfunded  liability  confronting  the 
District  of  Columbia  pension  plans  for  police,  firefighters,  teachers 
and  judges. 

I  will  also  comment  on  H.R.  3728,  the  District  of  Columbia  Pen- 
sion Liability  Funding  Reform  Act  of  1994,  which  seeks  to  elimi- 
nate the  District's  financial  liability  for  these  plans. 

The  District's  overall  financial  status  is  affected  annually  by  in- 
creasing demand  on  city  revenues  caused  by  its  underfunded  pen- 
sion plans.  In  1991,  the  District's  contribution  for  these  plans  was 
about  8  percent  of  revenues,  and  unless  remedial  action  is  taken, 
the  contribution  could  increase  to  about  15  percent  of  revenue  in 
2005.  Currently,  pension  costs  are  running  over  50  percent  of  pay- 
roll and  will  grow  to  70  percent  in  2004. 

History  of  Pension  Laws 

The  Congress  instituted  defined  benefit  pension  plans  for  the 
District's  police  officers  and  firefighters  in   1916,  for  teachers  in 
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1920  and  for  judges  in  1970.  Benefits  for  these  three  plans  were 
basically  provided  on  a  pay-as-you-go  basis. 

After  some  years  of  deliberation  regarding  the  financial  status  of 
these  three  plans,  in  October,  1978,  the  Congress  passed  legislation 
that  would  have  infused  money  into  the  retirement  funds  through 
annual  Federal  and  District  contributions.  However,  in  November 
of  1978,  President  Carter  vetoed  the  bill  on  the  grounds  that  it 
overstated  the  Federal  Grovemment's  liability  and  did  not  take  into 
account  Federal  contributions  to  District  employees  covered  by  the 
Civil  Service  Retirement  System. 

In  1979,  the  Congress  passed  a  modified  bill,  S.  1037,  the  District 
of  Columbia  Retirement  Reform  Act,  which  President  Carter  signed 
into  law. 

Upon  the  enactment  of  this  legislation,  the  combined  unfunded 
liabilities  for  the  three  plans  was  about  $2  billion.  The  act  commit- 
ted the  Federal  Government  to  pay  $52.1  million  annually  to  the 
retirement  funds  for  25  years  through  fiscal  year  2004. 

H.R.  3728  AND  Council  Bill  10-515 

The  bill  currently  before  the  subcommittee  proposes  several 
changes  to  current  law.  This  bill  is  a  companion  bill  and  should  be 
considered  in  conjunction  with  District  Bill  10-515  introduced  by 
the  District  Council  Chairman. 

In  terms  of  the  Federal  contribution,  H.R.  3728  would  signifi- 
cantly increase  and  extend  the  Federal  payments  to  the  District. 
Specifically,  the  $52.1  million  annual  payment  would  increase  by  5 
percent  each  year  and  would  be  extended  through  fiscal  year  2035. 
The  ever-growing  Federal  payment  would  rise  to  $370  million  in 
the  40th  year.  The  present  value  of  the  obligation  for  this  stream 
of  pa3rments  is  $1.5  billion  in  1995. 

The  bills  would  increase  contribution  of  the  funds'  participants. 
Active  participants  would  be  required  to  contribute  an  additional  1 
percent  of  pay — from  7  to  8  percent.  In  addition,  the  number  of 
cost-of-living  adjustments  to  retirees  would  be  reduced  from  twice 
annually'  to  once. 

Finally,  the  bills  also  require  several  changes  in  provisions  gov- 
erning the  District's  responsibility.  In  particular,  the  formula  for 
computing  the  District's  payment  would  be  changed  to  one  that  is 
actuarially  based  and  is  most  commonly  used  by  public  sector 
plans.  Under  this  formula,  the  District's  unfunded  liability  would 
be  fully  amortized  in  the  year  2035. 

We  believe  that  something  should  be  done  to  limit  the  deteriora- 
tion of  the  District's  finances  due  to  its  pension  burdens.  We  ap- 
plaud the  fact  that  H.R.  3728  deals  with  the  underfunding  issue 
now  and  puts  the  District  payments  on  an  actuarially  sound  basis. 
The  proposed  legislation,  in  concert  with  the  Clark  bill,  would  effec- 
tively eliminate  the  unfunded  liability  for  these  plans  by  the  year 
2035  by  requiring  additional  contributions  from  the  Federal  gov- 
ernment and  plan  participants. 

It  should  be  noted  that  while  the  current  employees'  share  of 
pension  cost  would  rise  under  the  bill's  provisions,  the  retirement 
benefits  would  remain  the  same.  The  District  would  assume  more 
responsibility  to  pay  for  the  unfunded  liability  over  the  40-year  pe- 
riod, but  payments  would  stabilize  at  a  lower  percentage  of  payroll. 
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One  element  of  the  proposed  legislation  is  to  extend  and  increase 
the  Federal  Government's  contribution  to  the  three  plans.  The  pro- 
posed legislation  asks  for  the  Federal  Grovernment  to  contribute 
$1.5  billion,  in  present  value  terms,  to  the  pension  fund.  However, 
we  are  concerned  about  the  pattern  of  Federal  contribution  over 
the  40-year  funding  period  and  shifting  of  the  burden  to  future 
Federal  budgets.  The  contributions  would  escalate  each  year  for  40 
years,  leaving  Federal  budgets  burdened  by  this  commitment. 

Flat  Dollar  Contribution  for  Federal  Government 

We  would  propose  that  a  flat  dollar  contribution,  as  in  current 
law,  for  the  40-year  period,  1996  to  2035,  would  bring  the  fund  to- 
ward full  funding  faster  and  could  cost  less  over  the  40-year  amor- 
tization period.  We  would  be  glad  to  work  with  you  to  determine 
the  cost  of  other  proposals  for  a  Federal  contribution  to  the  Dis- 
trict's pensions. 

Madam  Chair,  this  concludes  my  statement.  I  will  be  happy  to 
answer  any  questions  you  or  anyone  else  may  have. 

[The  prepared  statement  of  Mr.  Delfico  follows:] 


For  Release  on  Delivery 
Expected  at  8:30  a.m. 
Tues<lay.  June  14,  1994 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

Thank  you  for  inviting  me  here  to  provide  a  brief  history  and 
overview  of  the  current  unfunded  liability  confronting  the  District 
of  Columbia  pension  plans  for  police  and  fire  fighters,  teachers, 
and  judges.   I  will  also  comment  on  H.R.  3728,  the  District  of 
Columbia  Pension  Liability  Funding  Reform  Act  of  1994,  which  seeks 
to  eliminate  the  District's  financial  liability  for  these  plans. 

THE  ISSUE 

The  District's  overall  financial  status  is  affected  annually 
by  the  increasing  demand  on  city  revenues  caused  by  its  underfunded 
pension  plans  for  police  and  fire  fighters,  teachers,  and  judges. 
In  1991  the  District's  contribution  for  these  plans  was  about  8 
percent  of  revenues,  and  unless  remedial  action  is  taken,  the 
contribution  could  increase  to  about  15  percent  of  revenues  in 
2005.   Currently,  pension  costs  are  running  over  50%  of  payroll  and 
will  grow  to  70%  after  2004.   Since  we  issued  our  November  1992 
report  on  the  financial  status  of  the  District's  pension  plans, ^ 
there  has  been  much  discussion  about  how  to  address  the 
underfunding  issue,  and  H.R.  3728  has  been  proposed  as  a  means  to 
resolve  it. 


^For  further  explanation,  see  District's  Pensions:   Billions  of 
Dollars  in  Liability  Not  Funded  (GAO/HRD-9  3-32 ,  Nov.  30,  1992). 
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Mr.  Chairman,  my  testimony  today  will  address  three  main 
topics.   First,  I  will  provide  a  brief  historical  overview  of  the 
unfunded  liability  in  the  District's  pension  plans  for  police  and 
fire  fighters,  teachers,  and  judges.   Second,  I  will  outline  the 
plans'  current  funding  provisions.   And  third,  I  will  discuss  the 
effects  of  H.R.  3728  on  the  unfunded  liability  for  these  plans  as 
well  as  the  responsibilities  of  the  federal  government,  the 
District,  and  the  plans'  participants. 

DISTRICT  EMPLOYEES  ARE  COVERED 
BY  SEVERAL  RETIREMENT  SYSTEMS 

There  are  three  separate  pension  systems  for  District 
employees.   For  the  District's  police  and  fire  fighters,  teachers, 
and  judges,  each  group  has  its  own  pension  plan.   Other  District 
employees  hired  before  October  1,  1987,  are  covered  under  the 
federal  Civil  Service  Retirement  System  (CSRS) .   Legislation 
establishing  the  Federal  Employees  Retirement  System  (FERS) 
excluded  District  employees  hired  on  or  after  October  1,  1987,  from 
enrolling  in  CSRS.   Consequently,  all  permanent  full-time  District 
employees  hired  on  or  after  this  date  are  covered  under  Social 
Security,  and  after  1  year  of  service  are  also  covered  by  a  defined 
contribution  plan.^  The  District  is  responsible  for  contributing 


^A  defined  contribution  plan  pays  benefits  based  on  the  amount  of 
funds  in  an  employee's  account  at  retirement.   A  defined  benefit 
plan  pays  a  specific  retirement  benefit  based  on  years  of  service, 
earnings,  or  both. 
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to  the  CSRS  plan,  the  defined  contribution  plan,  and  the  three 
plans  for  police  and  fire  fighters,  teachers,  and  judges.   Most 
importantly,  the  District  is  responsible  for  the  unfunded  liability 
in  the  latter  three  plans. 

HISTORY  OF  THE  PLANS'  UNFUNDED  LIABILITY 

The  Congress  instituted  defined  benefit  pension  plans  for  the 
District's  police  officers  and  fire  fighters  in  1916,  for  teachers 
in  1920,  and  for  judges  in  1970.   Benefits  for  these  3  plans  were 
basically  provided  on  a  pay-as-you-go  basis.   This  meant  that  plan 
contributions  only  paid  current  obligations  for  the  pension  plans 
but  did  not  accumulate  any  monies  with  which  to  meet  the  constantly 
accruing  future  retirement  liabilities  for  its  beneficiaries. 

Effective  January  2,  1975,  the  Congress  granted  Home  Rule  to 
the  District  of  Columbia.   Under  Home  Rule  a  number  of  functions 
formerly  administered  by  the  federal  government  were  moved  to  the 
control  of  the  District  government.   Among  these  was  responsibility 
for  administering  the  pension  plans  for  police  and  fire  fighters, 
teachers,  and  judges  and  paying  benefits  on  a  pay-as-you-go  basis. 
The  law  also  transferred  to  the  District  the  unfunded  liability  for 
these  plans. 

After  some  years  of  deliberation  regarding  the  financial 
status  of  the  three  plans,  in  October  1978  the  Congress  passed  H.R. 
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6536,  legislation  that  would  have  infused  money  into  the  retirement 
funds  through  annual  federal  and  District  contributions.   This  act 
committed  the  federal  government  to  contribute  $65  million  annually 
over  2  5  years  to  these  retirement  funds  as  the  federal  share  of  the 
participants'  retirement  benefits  for  those  who  had  retired  as  of 
the  date  of  Home  Rule.   However,  in  November  1978  President  Carter 
vetoed  H.R.  6536  on  the  grounds  that  it  overstated  the  federal 
government's  liability  and  did  not  take  into  account  federal 
contributions  for  District  employees  covered  by  the  CSRS.   The 
Carter  administration  argued  that 

--a  large  portion  of  the  existing  unfunded  liability  was  due 
to  abuses  of  the  disability  retirement  statutes,  and 

--the  bill  undervalued  or  ignored  the  significance  of  federal 
assistance  through  the  federal  funding  of  benefits  for 
thousands  of  District  employees  who  participate  in  the  federal 
Civil  Service  Retirement  System.^ 

In  1979  the  Congress  passed  a  modified  bill,  S.  1037,  the 
District  of  Columbia  Retirement  Reform  Act,  which  President  Carter 
signed  into  law.   In  the  act,  the  Congress  recognized  that 


^A  letter  dated  April  1,  1976,  from  the  Comptroller  General  to  the 
Chairman  of  the  House  Committee  on  District  of  Columbia  notes  that 
the  federal  government  was  subsidizing  the  District  through  the 
CSRS.   GAO  estimated  the  subsidy  for  fiscal  year  1975  at  about  $55 
million. 
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—  the  retirement  benefits  for  the  District's  police  officers, 
fire  fighters,  teachers,  and  judges  had  not  been  financed 
on  an  actuarially  sound  basis,  and 

—  neither  federal  payments  to  the  District  nor  District 
contributions  for  pensions  had  taken  into  account  the  long- 
term  financial  requirements  of  the  District's  retirement 
plans . 

Consequently,  the  act  established,  for  the  first  time, 
separate  retirement  funds  for  (1)  police  and  fire  fighters,  (2) 
teachers,  and  (3)  judges.   It  also  created  a  board,  the  DC 
Retirement  Board,  to  manage  the  funds  and  provided  for  $52.1 
million  annual  federal  contributions  to  these  funds  to  partially 
finance  the  liability  for  retirement  benefits  incurred  before 
January  2,  1975.   Upon  the  enactment  of  this  legislation,  the 
combined  unfunded  liability  for  the  three  plans  was  about  $2 
billion. 

Thus,  the  act  committed  the  federal  government  to  pay  $52.1 
million  annually  to  the  retirement  funds  for  25  years  through 
fiscal  year  2004.   Under  the  act,  the  federal  payments  through  the 
year  2004  represented  80  percent  of  the  unfunded  liability  as  of 
October  1,  1979,  for  normal  retirements  before  January  2,  1975,  and 
33-1/3  percent  of  the  unfunded  liability  for  disability  retirements 
during  the  same  time  period. 
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STATUS  OF  THE  RETIREMENT  FUNDS  UNDER  CURRENT  LAW 

Through  fiscal  year  1993  the  unfunded  liability  increased  to 
an  estimated  $5  billion.   This  growth  occurred  because  the 
contributions  to  the  fund  had  been  less  than  the  amounts  needed  to 
maintain  the  unfunded  liability  at  a  constant  level.*  From  the 
District's  perspective,  the  amounts  contributed  were  low  because 
the  act  precluded  the  District  from  amortizing  the  unfunded 
liability  beyond  a  specified  percent  of  the  net  pay-as-you-go  cost. 
In  operation,  the  District's  contributions  under  the  formula  have 
been  based  on  pay-as-you-go  costs. 

Currently,  the  District's  retirement  costs  are  about  54 
percent  of  payroll  for  employees  covered  by  the  three  plans. 
However,  under  the  act's  funding  provisions,  after  fiscal  year 


*The  annual  District  contribution  to  the  funds,  specified  by  the 
formula  laid  out  in  the  act,  is  the  sum  of  three  items:   (1)  the 
lesser  of  (a)  the  net  pay-as-you-go  cost  or  (b)  the  net  normal  cost 
plus  interest  on  the  unfunded  liability;  (2)  an  amount  necessary  to 
amortize  (pay  off  in  equal  installments)  over  10  years  the 
difference  of  (a)  the  actuarially  projected  unfunded  liability  in 
the  year  2004  if  no  such  amortization  payments  were  made  and  (b) 
the  1979  unfunded  liability  increased  by  the  anticipated  rate  of 
inflation  during  the  interim.   Any  additional  amount  specified  by 
the  D.C.  Retirement  Board  under  this  amortization  provision  may  not 
exceed  10  percent  of  the  net  pay-as-you-go  cost  for  the  Fire  and 
Police  Fund  or  30  percent  for  the  Teachers'  or  Judges'  Funds;  and 
(3)  an  amount  necessary  to  amortize  over  25  years  any  liability  due 
to  plan  changes . 
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2004,  federal  contributions  will  end,  and  the  formula  guiding  the 
District's  contribution  will  change.^ 


This  change  will  require  the  District  to  contribute  an  amount 
equal  to  net  benefits  earned  by  the  plan  participants  during  the 
year,  in  addition  to  paying  the  interest  on  the  unfunded  liability. 
In  2005  the  amount  going  for  pension  contributions  would  rise  to  70 
percent  of  payroll.   In  comparison,  most  local  governments  pay 
between  20  and  30  percent  of  payroll  for  pension  costs.®  As 
mentioned  in  my  opening  remarks,  the  District's  rising 
contributions  will  consume  an  ever-growing  share  of  its  budget 
revenues . 

I  would  like  to  emphasize  that,  under  this  legislatively 
established  funding  scheme,  the  unfunded  liability  will  never  be 
eliminated,  although  it  will  stop  growing,  assuming  the  District 
makes  the  required  contributions  under  the  funding  formula.   In 
November  1992  we  reported  that  the  estimated  unfunded  liability 
through  the  year  2004  would  reach  $7.7  billion.   Because  of 


'When  the  District  of  Columbia  Retirement  Reform  Act  was  passed  in 
1979,  it  was  determined  that  the  amount  equal  to  the  normal  cost 
plus  interest  on  the  unfunded  liability  of  the  three  funds  (and 
nothing  additional  to  amortize  the  unfunded  liability)  would  not  be 
affordable  in  District  budgets  in  the  near  future.   Therefore, 
another  method  was  adopted  for  the  25  years  before  2005,  providing 
for  substantially  lower  contributions. 

'For  a  comparison  of  other  provisions,  see  D.C.  Pension  Benefits; 
Comparison  With  Selected  State  and  Local  Government  Pension  Plans, 
(GAO/HRD-94-18,  Nov.  4,  1993). 
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favorable  actuarial  experience  during  the  past  few  years,  current 
projections  put  the  unfunded  amount  at  $6.1  billion  in  2004. 

PROVISIONS  AND  EFFECTS  OF  H.R.  3728 

The  bill  currently  before  this  Subconuiiittee--H.R.  3728,  the 
District  of  Columbia  Pension  Liability  Funding  Reform  Act  of  1994 — 
proposes  several  changes  to  current  law.   This  bill  is  a  companion 
to,  and  should  be  considered  in  conjunction  with.  District  Bill  10- 
515,  introduced  by  the  District  Council  Chairman.   A  study  of  the 
bills,  conducted  by  Milliman  &  Robertson,  Inc.,  the  D.C.  Retirement 
Board's  actuarial  consultant,  concluded  that  the  bills  would 
eliminate  the  unfunded  actuarial  liability  in  the  three  plans  by 
the  end  of  fiscal  year  2035.   To  accomplish  this,  the  bills  would 
increase  the  current  obligations  of  the  federal  government  and 
participants  of  the  respective  plans  and  level  the  District's 
contributions  as  a  percent  of  pay. 

V 

Changes  in  Federal  Obligation 

In  terms  of  the  federal  contribution,  H.R.  3728  would 
significantly  increase  and  extend  the  federal  payments  to  the 
District.   Specifically,  the  $52.1  million  annual  payment  would 
increase  by  5  percent  each  year  (beginning  in  fiscal  year  1996)  and 
would  be  extended  through  fiscal  year  2035.   The  ever-growing 
federal  payments  would  rise  to  $370  million  in  the  40th  year  (see 
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fig.  1).   The  present  value  of  the  obligation  for  this  stream  of 
payments  is  $1.5  billion  in  1995. 

Changes  in  Participant  Obligations 

The  bills  would  increase  contributions  of  the  funds' 
participants.   Active  participants  would  be  required  to  contribute 
an  additional  1  percent  of  pay  (from  7  to  8  percent).   Police 
officers  and  fire  fighters  who  retired  before  February  15,  1980,- 
would  receive  cost-of-living  adjustments  based  on  the  consumer 
price  index  rather  than  on  the  active  participants'  pay  raises.   In 
addition,  the  number  of  cost-of-living  adjustments  to  retirees 
would  be  reduced  from  twice  annually  to  once. 

Changes  in  District  Obligation 

Finally,  the  bills  also  require  several  changes  in  the 
provisions  governing  the  District's  responsibilities.   In 
particular,  the  formula  for  computing  the  District's  payment  would 
be  changed  to  one  that  is  actuarially  based  and  is  most  commonly 
used  by  public  sector  plans.   Under  this  formula,  the  District's 
unfunded  liability  would  be  fully  amortized  in  the  year  203b.   The 
District's  contributions  would  decline  slightly  in  the  first  few 
years,  then  increase  in  step  with  payroll.   The  percent  of  payroll 
for  these  groups  will  gradually  fall  from  its  current  53.8  percent 
to  44.4  percent  after  2005.   The  contributions  from  1996  through 
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2020  would  be  less  than  the  current  law  requires,  and  would  be 
greater  thereafter.   The  bill  also  makes  technical  changes 
concerning  revisions  of  plan  benefits  and  actuarial  requirements. 

CONCLUSIONS 

To  summarize,  our  historical  analyses  suggest  that  the 
Congress  recognized  some  degree  of  federal  responsibility  for  the 
unfunded  liability  in  the  pension  plans  for  police  and  fire 
fighters,  teachers,  and  judges  given  to  the  District  at  the 
inception  of  Home  Rule.   However,  our  analysis  of  the  funding 
provisions  under  the  current  law  indicates  that  the  Congress 
required  the  unfunded  liability  to  increase  with  the  cost  of 
living,  but  did  not  intend  for  the  unfunded  liability  to  be 
amortized. 

We  believe  that  it  is  imperative  something  should  be  done  to 
limit  the  deterioration  of  the  District's  finances  due  to  its 
pension  burdens.   We  applaud  the  fact  that  H.R.  3728  deals  with  the 
underfurding  issue  now,  and  puts  the  District's  payments  on  an 
actuarially  sound  basis.   The  proposed  legislation,  in  concert  with 
the  Clarke  bill,  would  effectively  eliminate  the  unfunded  liability 
for  these  plans  by  the  year  2035  by  requiring  additional 
contributions  from  the  federal  government  and  plan  participants. 
It  should  be  noted  that  while  the  current  employees'  share  of 
pension  costs  would  rise  under  the  bill's  provisions,  their 

10 
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retirement  benefits  would  remain  the  same.   The  District  would 
assume  more  responsibility  to  pay  for  the  unfunded  liability  over 
the  40-year  period,  1996-2035,  but  the  payments  would  stabilize  at 
a  lower  percent  of  payroll. 

One  element  of  the  proposed  legislation  is  to  extend  and 
increase  the  federal  government's  contribution  to  the  3  plans.   The 
proposed  legislation  asks  for  the  federal  government  to  contribute 
$1.5  billion,  in  present  value  terms,  to  the  pension  funds. 
However,  we  are  concerned  about  the  pattern  of  the  federal 
contribution  over  the  40-year  funding  period  and  the  shifting  of 
the  burden  to  future  federal  budgets.   The  contributions  would 
escalate  each  year  for  40  years,  leaving  future  budgets  burdened  by 
this  commitment.   We  propose  that  a  flat  dollar  contribution,  as  in 
the  current  law,  for  the  40-year  period,  1996-2035,  would  bring  the 
fund  toward  full  funding  faster  and  would  cost  less  over  the  40- 
year  amortization  period.   For  example,  a  federal  contribution  of 
$20  million  over  the  current  $52.1  million  (a  total  of  $72.1 
million)  would  lower  the  federal  commitment  to  $1  billion,  in 
present  value  terms.   We  would  be  glad  to  work  with  you  to 
determine  the  cost  of  other  proposals  for  a  federal  contribution  to 
the  District's  pensions. 
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Mr.  Chairman,  this  concludes  my  statement.   I  will  be  happy  to 
ariswor  any  questions  you  or  other  Subcommittee  members  may  have. 


12 
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Figure  1:Federal  Payments  Under  H.R.  3728 


$400 


$300  - 


tn 


i  $200  - 


$100 


$0 


H 1 1 1 h 


H h 


1995         2005         2015         2025         2035 

Fiscal  Year 


Bill  1 0-515    m  Current  Law 


Source:  GAO  estimate. 


82 

Effect  on  District  Budget 

Ms.  Norton.  Mr.  Delfico,  you  indicated  an  alternative  that  might 
relieve  the  Federal  budget  during  this  period.  Did  you  look  at  what 
that  would  do  to  the  District  budget? 

Mr.  Delfico.  The  contribution  payment  schedule  that  we  are 
proposing  v/ould  relieve  the  District's  payments  in  the  early  years. 
Because  of  the  flat  benefit  payment,  there  would  be  more  Federal 
payment  in  the  early  years,  and  in  the  latter  years  the  District 
payment  would  increase.  But  it  would  be  very  close  to  what  it  is 
now. 

Wg  haven't  run  the  numbers  with  our  modeling,  but  our  initial 
results  show  that  there  would  be  a  decrease  in  the  early  years  and 
an  increase  in  the  latter  years. 

Ms.  Norton.  You  know,  I  am  at  a  loss  to  understand  how  you 
would  run  the  numbers  for  the  Federal  Government,  since  we  are 
talking  about  a  problem  that  has  two  sides,  and  not  have  informa- 
tion for  us  on  precisely  what  would  happen  to  the  D.C.  government. 
Since  part  of  the  problem  created  here — it  is  not  the  Federal  Gov- 
ernment that  is  about  to  go  under,  Mr.  Delfico,  it  is  the  D.C.  gov- 
ernment. 

Mr.  Delfico.  I  understand  that. 

Ms.  Norton.  It  strikes  me  that  you  have  one  part  of  the  prob- 
lem, and  I  don't  have  any  way  to  evaluate  it,  because  I  don't  under- 
stand what  the  effect  on  the  D.C.  government  would  be.  I  am  sure 
the  Federal  Government  wouldn't  want  to  come  up  with  a  solution 
that  relieved  it  and  left  the  D.C.  government,  as  you  said  vaguely, 
in  some  latter  years  with  a  greater  proportion  of  the  payment 
when,  I  might  add,  with  the  decreasing  tax  base,  there  may  be  no- 
body here  to  make  that  payment. 

Mr.  Delfico.  Madam  Chair,  Mr.  Snyder  has  done  the  initial  cal- 
culations, and  I  must  admit  we  have  done  these  calculations  this 
week  because  of  the  short  notice  for  the  hearing,  but  he  has  some 
insights  into  that  payment  scheme. 

Mr.  Snyder.  We  will  be  able  to  give  you  much  better  figures,  but 
the  trade-off,  if  you  extend  the  $52.2  million  payment  through 
2035 — begin  as  a  base  with  that.  That  has  a  present  value  of  about 
$750  million,  which  is  roughly  one-half  the  present  value  of  your 
bill's  Federal  obligation  under  today's  interest  rates  and  assump- 
tions. 

For  each  $10  million  that  you  raise  that— to  $62.1,  to  $72.1— the 
D.C.  contribution  as  a  percent  of  payroll  would  fall  about  1  percent 
of  payroll,  nine-tenths  to  1  percent  with  rounding.  It  is  a  little  hard 
to  trade  that  off,  to  give  you  the  exact  numbers,  which  I  will  be 
able  to  do,  but  those  are  the  rough  parameters  of  the  elasticity. 

Ms.  Norton.  I  would  appreciate  having  the  numbers  when  you 
have  a  chance  to  calculate  them. 

Mr.  Snyder.  We  will  submit  those. 

[The  information  follows:] 
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The  District's  contributions  as  a  percentage  of  payroll  would 
decrease  by  about  1  percentage  point  for  every  $10  million 
increment  to  the  current  annual  federal  payment  of  $52.1  million. 
The  following  table  demonstrates  this  for  constant  federal  payments 
of  $72.1  million  and  $92.1  million. 


District  Contributions  as  a  Percent  of  Payroll  Under  Various 
Constant  Federal  Payments  Through  2035. 

Dollar  amounts  in  millions 


District  contribution 
as  a  percent  of 
payroll  in  fiscal 
years : 

Under 
H.R.  3728 
as 
proposed 

District  contribution  as  a 
percent  of  payroll  with  annual 
constant  federal  payments  of: 
$52.1      $72.1      $92.1 

1995 

53.8% 

53.8% 

53.8% 

53.8% 

1996 

51.0% 

51.0% 

51.0% 

51.0% 

1997 

48.5% 

50.1% 

48.5% 

48.5% 

1998 

46.2% 

50.1% 

48.3% 

46.6% 

1999 

45.1% 

50.1% 

48.4% 

46.6% 

2000 

45.1% 

50.1% 

48.3% 

46.6% 

2001 

45.1% 

50.1% 

48.3% 

46.5% 

2002 

45.1% 

50.1% 

48.3% 

46.5% 

2003 

45.1% 

50.1% 

48.3% 

46.6% 

2004 

45.  1% 

50.  1% 

48.4% 

46.6% 

2005 

44.9% 

49.8% 

48.1% 

46.3% 

2006  through  2035 

44.8% 

49.7% 

47.9% 

46.2% 

2036  onward 

22.3% 

22.3% 

22.3% 

22.3% 
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Favorable  Conditions  May  Not  Continue 

Ms.  Norton.  On  pages  7  and  8  of  the  testimony,  you  state  that 
because  of  favorable  actuarial  experience  during  the  past  few  years 
the  current  projections  put  the  unfunded  amount  at  $6.1  billion  in 
2004.  Do  you  expect  that  that  experience  will  continue? 

Mr.  Delfico.  Well,  those  actuarial  conditions  were  based  on  the 
fact  that  there  was  favorable  investment  returns  during  that  time 
period  and  also  the  fact  that  the  plan  did  not  have  to  pay  cost-of- 
living  increases  for  that  time  period  and  there  weren't  any  pay 
raises  to  include  in  there.  So  I  would  say — I  would  not  expect  that 
to  continue  in  the  future. 

However,  I  should  say  that  the  investment  practices,  as  we  have 
heard  earlier,  have  improved,  and  there  may  be  some  hope  that  the 
actuarial  condition  that  we  have  noted  may  continue  based  on  that 
aspect  of  the  growth. 

Present  Law  Will  Not  Eliminate  Unfunded  Liability 

Ms.  Norton.  Under  the  current  funding  formula,  including  the 
Federal  contribution  to  the  fund,  would  unfunded  liability  ever  be 
eliminated? 

Mr.  DfiLFicO.  The  way  it  is  set  up  now,  the  answer  is  no  to  that. 
The  unfunded  liability  would  increase  under  the  current  funding 
scheme  in  the  current  legislation.  It  is  not  designed  to  amortize  or 
either  pay  the  interest  on  the  unfunded  liability,  so  it  would  con- 
tinue to  grow. 

Ms.  Norton.  So  that  when  this  original  plan  was  put  together 
in  1979  there  was  never  any  intention  to  fully  fund  the 

Mr,  Delfico.  From  our  reading  of  the  law,  it  appears  that  way, 
because  of  limits  put  on  the  District's  contributions. 

Ms.  Norton.  And,  of  course,  those  limits  were  put  there  out  of 
necessity  because  of  the  inability  of  the  city  to  pay. 

Mr.  Delfico.  Yes. 

Ms.  Norton.  What  amount  of  funding  would  the  District  have 
been  required  to  pay  in  order  for  the  fund  to  be — to  have  been 
properly  supported  in  1979? 

Mr.  Delfico.  Offhand,  I  don't  think  we  have  that,  but  we  can 
make  a  calculation  for  you. 

Mr.  Snyder.  We  don't  have  that. 

Mr.  Delfico.  We  don't  have  that  number  here.  We  probably  can 
come  up  with  something  for  you. 

[The  information  follows:] 
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If  the  1979  reform  act  had  (1)  required  the  District's 
contributions  to  be  on  an  actuarially  sound  basis  and  (2)  provided 
for  amortizing  the  initial  $2  billion  unfunded  liability  over  40 
years  to  2020,  the  estimated  additional  payments  that  the  District 
would  have  made  from  1980  through  1993  are  shown  below.   To 
calculate  the  additional  payments  we  used  the  level  payment 
approach  under  which  we  first  estimated  the  level  payment  needed  to 
amortize  the  initial  unfunded  liability  each  year.   Then,  we 
adjusted  this  amount  each  year  to  reflect  the  amortization  of 
actuarial  gains  and  losses  over  15  years;   this  caused  the  annual 
contributions  to  vary  from  year  to  year.   Actuarial  gains  in  the 
last  few  years  reduced  the  additional  amounts  that  would  have  been 
needed. 


Fiscal 

Additional 

vear 

amount  needed 

1980 

$123,200,000 

1981 

150,200,000 

1982 

100,100,000 

1983 

150,600,000 

1984 

129,600,000 

1985 

158,700,000 

1986 

167,100,000 

1987 

118,700,000 

1988 

118,700,000 

1989 

113,800,000 

1990 

77,500,000 

1991 

58,100,000 

1992 

63,900,000 

1993 

5.600,000 

Total 

$1,535,800,000 

86 

Ms.  Norton.  For  the  time  period — I  take  it,  given  the  52.1  mil- 
lion flat  government  fee  was  simply  meant  to  make  it  possible  for 
the  District  to  pay  this  escalating  amount  over  time,  rather  than 
stick  it  with  a  large  portion  of  it  in  any  single  year? 

Mr.  Delfico.  That  is  our  reading  of  it.  For  that  time  period,  the 
funding  formula  was  designed  to  alleviate  the  stress  on  the  Dis- 
trict's budget  in  that  time  period. 

Comparison  With  Other  Cities 

Ms.  Norton.  The  District  pays  54  percent  of  payroll  for  employ- 
ees covered  by  these  plans.  My  bill  would  reduce  the  percentage  to 
44.4  percent  after  2005.  Has  your  office  compared  this  to  the  per- 
centage of  payroll  other  cities  pay  for  pensions?  And  what,  if  any- 
thing, have  you  found  in  such  comparisons? 

Mr.  Delfico.  The  44  percent  is  a  bit  higher  than  other  cities' 
percent  of  payroll,  but  I  think  we  would  be  getting  down  to  the  20 
to  30  percent  level  that  other  cities  pay  as  a  percent  of  payroll  once 
the  underfunded  liability  is  paid  off  in  2035. 

Ms.  Norton.  Twenty  to  30  percent  versus  44.4  percent  seems  to 
me  like  a  great  deal  more  than  other  cities  pay. 

Mr.  Delfico.  Exactly. 

Ms.  Norton.  So  even  with  the  bill  before  the  committee,  reduc- 
ing the  percentage  to  44.4  percent  of  payroll  from  54  percent,  the 
District  is  still  far  above  percentage  of  payroll  that  comparable 
cities  pay  for  pension  funds? 

Mr.  Delfico.  That  is  correct. 

Ms.  Norton.  As  I  read  your  report,  there  was  a  discrepancy  be- 
tween what  the  Retirement  Board's  actuary  believed  the  unfunded 
portion  of  the  liability  was  and  your  own  calculation.  Could  you  in- 
dicate what  you  believe  the  cause  of  the  discrepancy  was? 

Mr.  Delfico.  If  I  recall  the  differences  there,  I  think  both  num- 
bers came  from  the  pension  actuary.  We  received  those  from  the 
District  actuary.  As  far  as  the  discrepancy  was  concerned,  do  you 
recall  what  the  difference  was? 

Mr.  Snyder.  Well,  the  first  estimate  was  made  over  two  years 
ago,  and  the  assumptions  since  then  have  been  very  favorable,  as 
we  discussed.  So  incorporating  those  actuarial  gains  has  allowed 
them  to  project  a  $1.4  billion  lower  liability  in  2004,  based  upon 
the  experience,  I  would  say,  of  the  last  three  years,  probably. 

Ms.  Norton.  Under  H.R.  3728,  the  Federal  contribution  would 
increase  by  5  percent  each  year  or  $1.5  billion  in  present  value 
terms.  Let  me  look  at  the  alternative  of  a  flat  increase  in  the  Fed- 
eral payment  to  extend  over  40  years. 

As  an  example,  you  noted  that  an  increase  of  $20  million  from 
$52  million  to  $72  million  had  a  present  value  of  $1  billion.  How 
much  would  the  flat  Federal  pa3rment  have  to  be  increased  to  raise 
$1.5  billion  in  present  dollars? 

Mr.  Delfico.  Something  close  to  $100  million.  I  think  it  is  close 
to  $100  million,  $90-some-odd  million. 

Mr.  Snyder.  Ninety-five  or  96  million. 

Ms.  Norton.  Do  you  believe  that  the  proposed  legislation  is  actu- 
arially sound,  technically? 

Mr.  Delfico.  Yes,  it  appears  that  way,  yes. 

Ms.  Norton.  Mr.  Ballenger? 
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Mr.  Ballenger.  Thank  you,  Madam  Chairman.  I  am  sorry  I  am 
in  and  out. 
Ms.  Norton.  Pleased  to  have  you  back. 
Mr.  Ballenger.  Glad  to  be  back. 

President  Carter's  Veto 

Mr.  Delfico,  I  wonder  if  you  could  tell  me  why  President  Carter 
vetoed  the  1978  retirement  legislation? 

Mr.  Delfico.  Two  reasons.  One  reason  was  that  he  felt  that  the 
Federal  Government  was  already  pajdng  a  sizable  amount  for  the 
civil  service  retirement  portion  of  the  District's  retirement  plans; 
and,  secondly,  he  felt  there  were  abuses  in  the  retirement  plan's 
disability  function.  Most  of  the  retirees  in  that  time  period  were  re- 
ceiving disability  benefits,  and  he  thought  that  was  an  abuse.  Be- 
cause of  those  two  reasons  he  decided  to  veto  the  bill.  These  are 
police  and  fire  retirements. 

[The  text  of  President  Carter's  veto  message  follows:] 
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Pbesident's  Memorandum  of  Disapproval 

I  am  withholding  my  approval  from  H.R.  G53G  which  would  make  certain 
changes  in  the  retirement  program  for  police,  firefighters,  teachers  and  judges 
of  the  District  of  Columbia. 

This  action  today  in  no  way  alters  my  commitment  to  the  basic  principles  of 
fairness  and  self-determination  which  must  he  the  cornerstone  of  Federal-District 
relations.  Included  among  our  actions  to  fulfill  this  commitment  have  been  (1)^ 
support  of  full  voting  representation,  (2)  support  for  expansion  of  "Home  Rule" 
for  the  District  and  (8)  support  of  efforts  to  provide  greater  eijuity  and  predict- 
ability to  the  financial  relationship  between  the  Federal  Government  and  the 
District. 

I  have  also  proposed  removal  of  the  Federal  Government  from  the  District  s 
budgetary  process  by  1982,  as  well  as  the  development  of  an  equitable  Federal 
pavment  "process  on  "the  District's  revenues.  This  process  must  rest  on  an  objec- 
tive, equitable  basis  and  not  be  used  as  a  device  to  balance  the  District's  budget. 
To  achieve  movement  toward  that  goal.  I  recommended  a  Federal  payment  for 
fiscal  year  1979  totaling  $317  million— the  highest  total  ever  recommended  by  a 
President. 

It  is  against  that  background  that  my  administration  Inst  year  expressed  its 
willingness   to  work  with   the  Congress  and  the  District  to  develop  a  sound, 
reasonable  solution  to  the  Districts  current  financial  difficulties  with  its  pension 
program  for  police,  firemen,  teachers  and  judges.  Previous  administrations  have 
declined  to  acknowledge  any  Federal  responsibility  for  tlie  District's  current 
pension  funding  problems.  In  the  bill  that  passed  the  House  of  Representatives, 
my  administration  announced  its  willingness  to  assume  60  percent  of  the  cost  of 
making  a  transition  to  an  actuarially  sound  system.  This  would  have  obligated 
the  Federal  Government  to  make  payments  of  $462  million  over  25  years.  Instead, 
the  Congress  ultimately  adopted  a  different  method  of  fund'ng  which  identified 
the  Federal  responsibility  as  that  portion  of  the  unfunded  liability  attributable 
to  employees  who  retired  prior  to  Home  Rule.  This  would  require  the  Federal 
Government  to  pay  more  than  $1.6  billion  over  that  same  period. 

This  proposal  fails  to  recognize  that  a  large  part  of  that  liability  derives  from 
abuses  of  the  disability  retirement  statutes  which  were  permitted  to  flourish  by 
those  responsible  for  their  effective  administration.  It  undervalues  or  ignores 
the  significance  of  Federal  assistance  through  the  Federal  funding  of  benefits  for 
thousands  of  District  employees  who  participate  in  the  Federal  Civil  Service 
Retirement  System.  I  am  therefore  of  the  view  that  the  enrolled  bill  overstates 
the  degree  of  Federal  responsibility. 

Although  the  bill's  benefit  and  disability  retirement  reforms  are  desirable,  its 
'  failure  to  apply  these  reforms  to  current  employees  constitutes  a  serious  and 
costly  deficiency.  While  the  bill  contains  a  penalty  clause,  the  purpose  of  which 
is  to  reduce  the  Federal  payment  if  abuse  persists,  the  application  of  basic 
statutory  reforms  to  all  employees  would  be  a  far  more  effective  and  eflBcient 
means  of  preventing  a  recurrence  of  the  abuses  which  have  prevailed  in  recent 
years. 

Accordingly,  I  am  compelled  to  withhold  my  approval  from  this  bill. 
I  realize  that  many  Members  of  Congress  have  worked  long  and  hard  with  the 
administration  on  this  question.  I  agree  with  them  that  there  is  indeed  a  Federal 
responsibility  to  see  that  his  program  is  converted  to  one  which  is  actuarially 
sound  and  which  minimizes  opportunity  for  abuse. 

I  look  forward  to  working  with  the  Congress  and  the  elected  representatives 
of  the  District  of  Columbia  early  in  the  next  session  to  develop  acceptable  retire- 
■ment  funding  and  reform  legislation.  We  are  prepared  to  consider  a  reasonable 
Federal  financial  contribution,  providing  that  provisions  are  included  that  fully 
remedy  the  problem  of  retirement  abuses.  Working  together,  I  am  sure  we  can 
place  the  District  retirement  programs  on  a  sound  basis  in  a  manner  which  both 
limits  the  extent  of  Federal  financial  responsibility,  while  also  recognizing  the 
.  Federal  responsibility  in  this  area. 

Jimmy  Cabteb. 
The  White  House,  November  4,  1978. 
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Mr.  Ballenger.  Has  that  situation  changed  as  far  as  we  can 
tell? 
Mr.  Delfico.  Yes,  it  has. 

Other  Alternatives 

Mr.  Ballenger.  Are  there  alternative  funding  methods  that  sub- 
stantially reduce  the  Federal  Government's  commitment  with  a 
smaller  contribution  than  the  Federal  funding  provision  being  con- 
sidered today? 

Mr.  Delfico.  There  are  alternative  funding  methods.  Clearly, 
the  defined  contribution  plans  would  reduce  the  Federal  Govern- 
ment's involvement.  The  plan  that  the  District  government  now 
has  for  its  new  employees  has  no  Federal  Government  involvement. 

But  the  other  side  of  the  equation  is  the  benefits  for  the  retirees 
are  unknown  from  a  defined  contribution  plan  because  it  depends 
on  investment  return. 

Comparison  With  Other  Cities 

Mr.  Ballenger.  Well,  I  asked  this  question  earlier,  and  I  would 
just  like  to  try  it  again.  The  city  does  contribute  50  percent  of  the 
teachers',  police  and  fire  and  judges'  payroll  to  their  appropriate 
funds.  A  total  contribution  of  the  District  to  pensions  as  a  percent- 
age of  total  payroll  on  the  first  case  is  50  percent  but  on  the  total 
case  is  30  percent.  Does  that  get  closer  to  the  standard  municipali- 
ties' cost? 

Mr.  Delfico.  If  I  understand  the  question,  Mr.  Ballenger,  I  think 
it  does  get  closer.  If  the  percentage  is  down  to  30  percent,  if  you 
take  a  look  at  the  percent  of  payroll  for  all  of  the  District's  pension 
plans,  it  gets  closer  to  the  20  and  30  percent  that  we  have  seen  in 
other  municipalities  across  the  country. 

Mr.  Ballenger.  In  other  words,  the  statistical  analysis  that  the 
Chairman  used  in  comparing  costs  for  other  municipalities  actu- 
ally, in  reality,  we  are  closer  to  it  than  the  numbers  that  she  used, 
if  you  used  the  total  pot  that  you  have  to  talk  about? 

Mr.  Delfico.  We  are  closer  to  it,  but  we  still  have  an  unfunded 
liability  that  needs  to  be  dealt  with,  and  that  was  our  point  of  our 
testimony  and  of  our  two  reports  prior  to  this.  That  unfunded  li- 
ability would  keep  the  payments — the  District  payments — awfully 
high  as  a  percentage  of  payroll. 

Assumptions  Used  by  Federal  Civil  Service  Retirement 

System 

Mr.  Ballenger.  Does  the  District  use  the  same  economic  as- 
sumptions as  the  Federal  Government?  And  how  would  using  the 
same  assumptions  change  the  outlook? 

Mr.  Delfico.  I  do  not  think  they  use  the  current  assumptions 
that  the  Federal  Government  uses  in  the  Civil  Service  Retirement 
System.  If  they  did,  the  unfunded  liability  calculation  I  think  would 
be  lower.  They  are  more  favorable  assumptions. 

Mr.  Ballenger.  In  other  words,  the  assumptions  are  more  favor- 
able that  D.C.  uses  rather  than  the  Federal  Government? 
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Mr.  Delfico.  D.C.  uses  more  conservative  assumptions.  The  Fed- 
eral Government  doesn't  use  as  conservative  assumptions.  They 
changed  theirs  recently. 

Reducing  Liability  by  Lowering  COLAs 

Mr.  Ballenger.  Right.  I  wonder  if  you  could  discuss  the  possibil- 
ity of  implementing  a  percentage  of  CPI  and  inflation  adjustment 
where  they  change  the  COLAs  and  so  forth  and  so  on.  In  your 
studies,  have  you  come  up  with  what  the  effect  would  be  to  have, 
say,  80  percent  of  CPI  or  any  statistical  number  that  you  could  use 
as  to  what  effect  that  would  have? 

Mr.  Delfico.  Well,  the  effect  of  the  CPI  minus  one  has  a  drastic 
giffect  on  pension  benefits  in  the  off  years.  Particularly  if  there  is 
a  low  CPI,  you  are  talking  about  a  20  percent  or  25  percent  de- 
crease, or  4  percent  CPI  minus  1.  That  is  a  25  percent  decrease  in 
your  cost  of  living  increase. 

On  the  other  hand,  we  have  looked  at — to  answer  your  question 
directly,  we  have  looked  at  that,  and  we  have  looked  at  scenarios 
for  that,  and  there  are  other  ways  to  do  it  that  would  be  less  oner- 
ous on  the  pension  beneficiaries. 

Mr.  Ballenger.  Would  that  be  to  reduce  the  liability? 

Mr.  Delfico.  It  depends  on  how  you  would  reduce  the  liability, 
yes.  If  you  reduce  the  CPI,  if  you  reduce  the  annual  cost-of-living 
increase. 

Mr.  Ballenger.  Right. 

Mr.  Delfico.  By  either  method,  whether  it  is  a  percentage  or  it 
is  CPI  minus  1,  minus  2  or  what  have  you. 

Mr.  Ballenger.  Are  we  going  to  get  from  you  all  the  alternative 
methods  that  could  be  used? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Delfico.  Yes.  Mr.  Snyder  is  working  on  it  right  now,  and 
we  have  an  update  on  that.  We  did  brief  Mr.  Bliley's  staff  last  v/eek 
on  our  progress  in  this  particular  area. 

Mr.  Ballenger.  And  that  will  become  public  in  three  or  four 
weeks? 

Mr.  Delfico.  I  think  it  is  going  to  be  a  little  bit  longer  than  that. 
We  can  get  back  to  you  on  an  exact  date. 

Mr.  Ballenger.  Thank  you.  Madam  Chairman. 

Ms.  Norton.  Thank  you,  Mr.  Ballenger. 

History  of  Disability  Retirement  System 

Who  ran  the  disability  program  that  concerned  President  Carter? 

Mr.  Delfico.  Do  you  know,  Don? 

Ms.  Norton.  Was  it  not  the  Federal  Government? 

Mr.  Delfico.  I  think  it  was  at  that  time.  It  was  the  Federal  Gov- 
ernment that  was  running  the  program. 

Ms.  Norton.  So  the  abuse  was  an  abuse  that  only  the  Federal 
Government  could  have  checked  by  the  way  in  which  it  adminis- 
tered the  program? 

Mr.  Delfico.  Yes.  The  legislative  history  is  kind  of  unclear  in 
that  respect,  but  you  are  right,  you  are  correct.  I  think  that  the 
Federal  Government  was  running  the  program  at  the  time. 
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Madam  Chair,  we  will  get  back  to  you  on  that  one.  We  are  not 
sure  who  was  running  the  program  at  the  time. 

Mr.  Snyder.  The  general  government  division  handled  all  of  the 
disability  reports  mandated  by  the  reform  act.  We  have  given  them 
the  disability  question — I  apologize.  We  didn't  bring  that  material 
with  us,  but  we  can  certainly  get  it  to  you. 

Ms.  Norton.  I  appreciate  it.  It  is  my  memory  that  was  who  ran 
it  at  the  time. 

[The  information  follows:] 
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The  District's  Police  and  Firemen's  Retiring  Relief  Board  was 
responsible  for  determining  eligibility  for  disability  retirements 
prior  to  Home  Rule. 

The  District's  police  and  firemen  retirement  and  relief  fund  was 
established  by  the  act  of  September  1,  1916.   This  act  provided 
optional  (longevity)  and  disability  retirement  benefits  to  District 
police  and  firemen.   The  act  also  created  the  Police  and  Firemen's 
Retiring  and  Relief  Board,  composed  of  the  corporation  counsel  and 
one  member  each  from  the  police  and  fire  departments.   The  Board 
was  to  make  the  determinations  on  retirement  benefits  for  police 
and  firemen  and  relief  benefits  for  their  survivors.   The  act 
stated  that  the  Board  of  Police  and  Fire  Surgeons  had  to  certify  in 
writing  to  the  retirement  board  that  members  applying  for 
disability  retirement  benefits  were  disabled. 

In  1970  Public  Law  91-509  provided  that  individuals  could  receive 
the  optional  retirement  benefits  after  20  years  of  service, 
regardless  of  age.   Before  1970  they  had  to  be  50  years  of  age  and 
complete  20  years  of  service.   The  1970  act  increased  maximum 
optional  annuity  benefits  from  70  percent  to  80  percent  and 
disability  annuities  remained  at  70  percent  of  the  individual's 
salary  at  the  time  of  retirement.   The  Commissioner  of  the  District 
of  Columbia  transferred  disability  certification  authority  from  the 
surgeons'  board  to  the  retirement  board,  although  the  surgeons' 
board  continued  to  furnish  medical  data  on  retirees  to  the 
retirement  board. 

In  1972  Public  Law  92-410  provided  that  disabled  retirees, 
regardless  of  age,  employed  on  or  after  August  29,  1972,  undergo 
medical  examinations.   To  determine  continued  eligibility  for 
annuities,  retirement  board  procedures  under  an  earlier  act  also 
required  disabled  retirees  to  take  medical  examinations  but  only  if 
they  were  under  50  years  of  age. 
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Ms.  Norton.  Part  of  the  problem  with  this  whole  area  is  that  we 
are  talking  about  a  period  in  which  the  Federal  Government,  in- 
stead of  simply  giving  the  D.C.  government  home  rule,  was  gradu- 
ally moving  bits  and  pieces  over  and  still  hasn't  moved  the  whole 
piece  over,  if  you  will  forgive  me. 

At  the  time  of  the  original  proposal  to  President  Carter,  accord- 
ing to  your  testimony,  page  4,  the  GAO  estimated  the  subsidy  for 
the  fiscal  year  1975  at  about  $55  million;  is  that  not  correct? 

Mr.  Delfico.  Yes. 

Ms.  Norton.  I  am  taking  that  from  your  testimony.  And  the 
Federal  Government  itself  was  then  willing  to  give  $52.1  million. 

Mr.  Delfico.  That  is  correct. 

Ms.  Norton.  And  that  was  at  a  flat  rate. 

Mr.  Delfico.  At  a  flat  rate,  yes. 

Ms.  Norton.  Given  the  state  of  the  District  economy  and  the 
criticism  that  is  sometimes  leveled  against  the  District  for  the  way 
it  keeps  its  budget  and  fiscal  affairs,  is  it  bad  practice  for  the  Dis- 
trict to  use  more  conservative  assumptions? 

Mr.  Delfico.  I  would  say  it  is  not  bad  practice.  I  would  say  it 
would  probably  offer  a  pad.  In  other  words,  if  the  calculations  for 
the  contributions  would  be  using  conservative  assumptions,  it 
would  be  higher. 

Ms.  Norton.  I  suppose  it  is  the  old  adage,  you  are  in  better 
shape  if  you  have  to  correct  conservatively  than  the  other  way 
around. 

Any  Other  City  Reducing  Retiree  Benefits? 

In  your  comparisons  with  other  jurisdictions,  have  you  come 
upon  any  other  jurisdiction,  any  other  city  where  retirees  had  any 
changes  made  in  their  benefits  after  the  fact  or  employees  after  the 
fact  had  a  change  in  their  contribution  levels  made? 

Mr.  Delfico.  Our  survey  of  other  districts  didn't  include  that,  so 
I  can't  answer  that  directly.  But  we  can  get  back  to  you  on  that 
particular  question. 

Ms.  Norton.  Yes.  I  would  appreciate  your  getting  back  to  us.  Be- 
cause our  own  research  reveals  that  to  be  rare,  if  ever. 

[The  information  follows:] 
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We  discussed  this  matter  with  staff  of  a  national  organization  that 
maintains  a  data  base  of  public  pension  plans  and  whose  members  are 
involved  in  the  administration  of  such  plans.   The  staff  was  not 
aware  of  any  instances  where  (1)  employees'  payroll  contributions 
were  increased  without  an  increase  in  their  retirement  benefits  or 
(2)  retirees  benefits  were  reduced  after  they  retired. 


95 

FERS  Did  Not  Reduce  Retiree  Benefits 

Ms.  Norton.  Let  me  ask  you  about  the  Federal  Government  re- 
tirement system,  Mr.  Delfico.  The  Federal  Gk)vernment  set  up  this 
plan,  and  the  plan  was  the  kind  of  plan  it  had  given  to  its  own  em- 
ployees, because  the  District  employees  were  its  own  employees. 
The  Federal  Government  decided  that  it  wanted  to  offer  less  gener- 
ous benefits  to  its  retirees  and  adopted  FERS.  Did  it  change  in  any 
way  the  benefits  of  people  who  were  already  in  its  retirement  plan? 

Mr.  Delfico.  I  don't  recall  it  doing  that.  No,  I  don't  recall  that. 

Ms.  Norton.  So  what  it  did  was  to  set  up  a  new  plan  and  say 
to  new  employees,  you  will  have  different  and  less  generous  bene- 
fits than  employees  who  are  already  employed,  but  it  did  not 
change  one  cent  of  the  benefits  then  offered  to  existing  employees. 

Mr.  Delfico.  To  existing  employees,  yes.  It  did  change  through 
the  FERS  system  benefits  to  new  employees. 

Ms.  Norton.  That  is  right.  The  FERS  system  that  everyone  who 
has  come  after  has  received. 

Mr.  Delfico.  Yes. 

Ms.  Norton.  So  the  Federal  Government  never  required  of  its 
employees  what  my  bill  would  require  of  retirees  and  employees  of 
the  District,  its  existing  employees  and  retirees. 

Let  me  phrase  that  again.  The  Federal  Government  itself  never 
required  of  its  existing  retirees  and  employees  what  my  bill  would 
require  of  our  existing  retirees  and  employees? 

Mr.  Delfico.  To  my  limited  knowledge,  I  can't  remember  a  time 
when  either  the  Federal  Government  has  increased  the  payment 
requirements  or  percentage  requirements  or  reduced  the  CPI,  the 
COLAs  for  the  Federal  employees. 

Ms.  Norton.  Thank  you  very  much,  Mr.  Delfico.  I  appreciate 
your  testimony.  It  is,  of  course,  very  important  to  have  your  help 
as  we  go  through  this  matter. 

Mr.  Delfico.  Thank  you.  Madam  Chair. 

Ms.  Norton.  Mr.  Typings,  Chairman  of  the  D.C.  Retirement 
Board. 

STATEMENT  OF  JAMES  A  TYDINGS,  CHAIRMAN,  D.C.  RETIRE- 
MENT  board,  accompanied  by  FIONA  LISTON,  JEANNA 
CULLINS,  BETTY  ANN  KANE,  AND  MARTHA  ROGERS 

Mr.  Tydings.  Madam  Chair,  Members  of  the  committee,  my 
name  is  James  A.  Tydings. 

Ms.  Norton.  Mr.  Tydings,  we  will  receive  your  entire  statement 
for  the  record.  You  may  either  summarize  or  read  part  of  it.  You 
don't  have  to  read  the  entire  statement.  You  may  if  you  like,  but 
you  don't  have  to  read  the  entire  statement. 

Mr.  Tydings.  Madam  Chairman  and  Members  of  the  committee, 
my  name  is  James  A.  Tydings,  Chairman,  D.C.  Retirement  Board. 
I  thank  you  for  the  opportunity  to  testify  regarding  H.R.  3728,  the 
District  of  Columbia  Pension  Liability  Funding  Reform  Act  of  1994. 

Accompanying  me  today  at  the  table  are  trustees  Betty  Ann 
Kane,  Martha  Rogers  on  my  left.  On  my  right  is  Ms.  Jeanna 
Cullins  and  Mrs.  Fiona  E.  Liston  with  the  Board's  actuarial  firm, 
Milliman  &  Robertson. 
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Let  me  state  for  the  record,  Madam  Chair,  that  I  applaud  the 
committee's  efforts  here  today  to  address  what  we  believe  is  the 
single  most  important  financial  issue  facing  the  District.  I  am  not 
only  interested  in  the  successful  elimination  of  the  unfunded  liabil- 
ity as  a  fiduciary  of  the  23,000  beneficiaries  and  participants  of  the 
police  and  firefighters',  teachers'  and  judges'  retirement  funds,  I 
also  have  a  personal  interest  as  I  am  a  retired  firefighter. 

Board  Has  Urged  Action  Year  After  Year 

Year  after  year,  the  Board  has  testified  that  the  unfunded  liabil- 
ity is  a  ticking  time  bomb.  We  unsuccessfully  sued  the  Federal 
Government  almost  10  years  ago  in  an  effort  to  resolve  the  prob- 
lem. The  judge  ruled  that  the  issue  was  not  ripe  because  no  one 
had  failed  to  receive  a  check.  We  have  tried  consistently  to  raise 
the  consciousness  of  the  essential  decision  makers  that  it  is  imper- 
ative that  a  rational  solution  to  this  problem  be  adopted. 

Finally,  the  issue  is  being  addressed  by  your  bill.  Delegate  Nor- 
ton, H.R.  3728,  on  the  same  day  that  the  D.C.  Council  Chairman 
held  hearings  on  its  companion  legislation,  D.C.  Act  10-239.  And 
H.R.  3728  is  composed  of  most  of  the  provisions  of  its  companion 
District  legislation,  except  for  the  provisions  set  forth  in  Title  I 
which  amends  the  calculation  of  the  District's  payments  to  the 
funds.  The  passage  of  the  District's  companion  legislation  is  mean- 
ingless without  the  necessary  congressional  action  envisioned  by 
H.R.  3728. 

Having  said  that.  Madam  Chair,  let  me  also  state  for  the  record 
that  the  Board's  sole  responsibility  is  to  manage  the  assets  of  the 
plans  in  the  sole  and  exclusive  interest  of  the  plans'  beneficiaries 
and  participants.  As  such,  we  function  as  an  investment  board  and 
limit  our  actions  to  investing  the  assets  of  the  funds  in  a  fiduciarily 
responsible  manner.  Our  statutory  mandate  does  not  include  the 
determination  or  administration  of  benefits  nor  the  establishment 
of  funding  priorities. 

Accordingly,  we  strongly  support  the  goals  and  intent  of  the  pro- 
posed legislation  and  have  cautiously  committed  funds  and  re- 
sources to  its  analysis.  We  neither  oppose  nor  support  its  sub- 
stantive provisions.  We  are  here  today  to  provide  background,  tech- 
nical advice  and  support. 

Unfunded  Liability  Transferred  in  1979 

Madam  Chair  and  Members  of  the  committee,  when  the  Retire- 
ment Board  was  created  in  1979,  pursuant  to  Public  Law  96-122, 
the  Federal  Government  transferred  over  a  $2.6  billion  unfunded 
liability.  This  fact  was  recently  confirmed  by  the  United  States 
General  Accounting  Office  in  a  report  entitled,  "District's  Pensions, 
BilHons  of  Dollars  in  Liability  Not  Funded". 

Over  75  percent  of  the  current  $5  billion  unfunded  liability  re- 
sulted from  the  growth  of  interest  on  the  original  $2.6  billion — the 
GAO  estimates  that  it  was  $2  billion — unfunded  liability  trans- 
ferred to  the  District.  Less  than  2  percent  is  the  result  of  benefit 
changes,  and  about  23  percent  is  attributable  to  actuarial  changes. 
In  fact,  the  Board's  actuary  has  concluded  that  the  entire  unfunded 
liability  can  be  attributed  to  the  period  prior  to  1979. 
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The  GAO  report  reaches  a  different  conclusion  because  it  appHed 
the  District  pa3rments  in  excess  of  the  normal  cost  to  reduce  the  in- 
terest accruing  on  the  1979  unfunded  liability.  This  unfunded  li- 
ability not  only  endangers  the  future  retirement  security  of  bene- 
ficiaries and  participants  of  the  funds,  it  is  a  growing  threat  to  the 
long-term  solvency  of  the  District  government  as  a  whole. 

We  are  seeing  right  now  what  could  happen  again  in  the  future, 
the  District  has  failed  to  make  the  required  pension  payment.  As 
a  result,  the  Board  has  had  to  pay  current  beneficiaries  out  of  as- 
sets held  in  trust  for  future  retirees.  The  District  has  been  forced 
to  pay  millions  for  the  use  of  these  funds  and  violated  the  law  in 
doing  so. 

History  of  RETIREME^^^  Laws 

Congress  created  defined  benefit  plans  for  the  District's  police 
and  firefighters  in  1916,  the  teachers  in  1920  and  the  judges  in 
1970.  The  plans  were  established  on  a  net-pay-as-you-go  system. 
Namely,  payments  each  year  were  only  sufficient  to  cover  the  cur- 
rent year's  benefits.  Nothing  was  contributed  to  pay  for  the  current 
employees'  retirement.  This  practice  violated  the  fundamental  prin- 
ciple for  retirement  plans,  that  the  cost  of  a  plan's  benefits  should 
be  related  to  the  period  in  which  the  benefits  are  concerned  rather 
than  the  period  of  the  benefit  distribution.  This  practice  continues 
under  the  current  law. 

Public  Law  96-122  provided  Federal  contributions  to  the  funds 
to  partially  finance  the  liability  for  retirement  benefits  incurred  be- 
fore January  2,  1975.  The  law  authorizes  the  appropriation  of  ap- 
proximately $52.1  million  each  year  through  fiscal  year  2004. 

Public  Law  96-122  established  a  very  complex  formula  for  the 
determination  of  the  District's  contribution.  The  calculation  has  al- 
ways resulted  in  a  contribution  to  the  funds  based  on  pay-as-you- 
go  cost.  This  amount  is  only  enough  to  pay  the  benefits  of  current 
retirees. 

As  the  law  is  currently  written,  the  unfunded  actuarial  liability 
is  allowed  to  grow  at  the  rate  of  inflation  until  the  year  2004  and 
then  would  it  remain  level.  Therefore,  the  unfunded  liability  would 
never  be  paid  off  completely.  It  would  level  off  at  about  $6  billion. 
Further,  the  actuary  has  estimated  that  the  District's  contribution 
by  2005,  when  it  would  be  required  to  pay  the  net  normal  cost  plus 
interest  of  the  unfunded  liability,  will  be  over  $640  million  or  71 
percent  of  payroll. 

Private  sector  plans  are  required  by  law  to  annually  contribute 
an  amount  based  on  the  normal  cost,  interest  on  the  unfunded  li- 
ability and  an  amount  to  amortize  any  unfunded  liability.  When 
Public  Law  96-122  was  created,  it  was  determined  that  a  similar 
structure  would  be  too  expensive  at  that  time  for  the  District. 
Therefore,  it  was  postponed  until  the  year  2005. 

Since  the  passage  of  Public  Law  96-122,  the  District  has  paid 
more  than  the  normal  cost  for  the  retirement  plans.  In  fact,  it 
should  be  noted  that  the  District  has  fully  funded  all  benefits 
earned,  all  benefit  changes  and  all  actuarial  losses  since  taking 
over  the  fund  in  1979. 
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Contents  of  H.R.  3728 

The  proposed  legislation  establishes  a  plan  to  eliminate  the  un- 
funded liability  over  a  40-year  period  by  fiscal  year  2035.  If  en- 
acted, this  legislation  would: 

Extend  the  Federal  pa3rment  to  the  year  2035,  an  additional  31 
years; 

Increase  the  Federal  payment  to  the  funds  by  5  percent  annually 
beginning  in  fiscal  year  1996; 

Increase  the  current  employee  withholding  rate  for  police  and 
firefighters,  teachers  and  judges  by  1  percent; 

Reduce  the  frequency  of  annual  cost-of-living  adjustments  from 
twice  a  year  to  once  a  year;  and 

Provide  that  police  officers  and  firefighters  who  retired  before 
1980  would  receive  COLAs  based  upon  the  CPI  rather  than  active 
employees  pay  raises. 

The  District  companion  legislation  also  would: 

Adopt  the  fundamental  principle  for  retirement  plans.  Rather 
than  using  a  net  pay-as-you-go  funding  practice,  the  District  would 
adopt  the  use  of  entry  age  normal  funding  method  as  a  level  per- 
centage of  pay — this  is  the  funding  method  used  by  most  public 
pension  funds; 

Require  that  any  benefit  changes  must  be  amortized  as  a  level 
percentage  of  payroll  over  25  years; 

Require  that  actuarial  gains,  losses,  assumption  changes  must  be 
amortized  as  a  level  percentage  of  payroll  over  15  years;  and 

Require  that  the  annual  District  contribution  shall  not  fall  below 
$295.5  million. 

Under  the  proposed  legislation,  the  unfunded  liability  would  ini- 
tially steadily  increase  because  the  contributions  to  the  fund  would 
not  fully  cover  the  interest  on  the  unfunded  liability.  It  is  esti- 
mated that  under  the  proposed  legislation  the  unfunded  liability 
would  reach  over  $8  billion  by  the  year  2015  and  then  start  to  de- 
cline around  the  year  2023  until  it  would  be  eliminated  in  2036. 
It  will  not  increase  as  much  initially  because  of  the  reductions  in 
the  COLA  from  twice  a  year  to  once  a  year. 

The  District's  contribution.  Rather  than  steadily  increasing  just 
over  71  percent  of  payroll  in  the  year  2005  and  then  steadily  de- 
creasing to  around  32  percent  in  2040,  as  provided  under  the  cur- 
rent law,  the  District's  contribution  under  the  companion  legisla- 
tion declines  as  a  percentage  of  payroll  initially  and  then  stabilizes 
at  around  44  percent,  beginning  in  fiscal  year  1999,  and  then  drops 
to  22  percent  of  payroll  when  the  unfunded  liability  schedule  will 
be  paid  off  in  the  year  2036. 

Attachments  Show  Comparisions  of  Contributions 

We  have  included  a  chart  with  our  testimony  that  provides  a 
comparison  of  the  District's  contribution  in  actual  dollars  as  a  per- 
centage of  pa3Toll  [attachment  I].  You  will  note  that  while  the  Dis- 
trict's contribution  does  not  fall  below  $295.5  million  from  1996  to 
1999,  it  begins  to  steadily  increase  in  1999,  reaching  over  $1  billion 
in  the  year  2024,  and  $1.7  billion  in  the  year  2035. 

The  Federal  contribution  is  a  key  component  to  any  plan  to  ad- 
dress the  unfunded  liability.  As  we  indicated  earlier,  over  75  per- 
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cent  of  the  current  unfunded  liability  was  inherited  from  the  Fed- 
eral Grovemment.  Accordingly,  it  is  only  right  that  the  Federal  Grov- 
ernment  bear  at  least  some  of  the  burden  created  by  the  system 
it  enacted. 

Attachment  I  reflects,  as  Alternative  II,  the  impact  of  no  addi- 
tional Federal  contribution  after  the  year  2004.  The  District  pay- 
ment, as  a  percentage  of  pa3n*oll,  would  remain  at  its  current  level, 
around  53  to  52  percent,  and  stay  there  until  the  year  2036  when 
the  unfunded  liability  would  be  fully  amortized,  rather  than  sta- 
bilizing at  44  percent  in  1999. 

Alternative  I  of  Attachment  I  reflects  the  impact  of  extending  the 
current  contribution  of  $52.1  million  through  the  year  2035  without 
the  annual  5  percent  increase.  Under  this  alternative,  the  District 
contribution  would  stabilize  at  just  under  50  percent  of  payroll  in 
the  year  2005  and  remain  there  until  the  year  2036. 

Under  any  alternative  elected — reflected  in  the  attachment,  the 
District  bears  the  overwhelming  majority  of  the  burden.  Attach- 
ment II  sets  forth  the  District  and  Federal  employee  contributions 
under  the  current  law  and  the  proposed  legislation.  Under  the  pro- 
posed legislation,  the  estimated  Federal  pa3rment  would  reach  a 
high  of  $366.6  million  in  the  year  2035,  compared  to  a  payment  of 
$1.7  billion  at  the  same  time  for  the  District. 

Attachment  II  clearly  reflects  that  an  increased  Federal  contribu- 
tion is  essential  to  ease  the  burden  on  the  District  in  the  early 
years.  In  later  years,  around  the  year  2023,  the  District's  payments 
will  be  higher  under  the  proposed  law  than  they  would  be  under 
the  current  law.  This  continues  to  be  the  case  until  the  unfunded 
liability  is  eliminated. 

If  Members  have  any  technical  questions,  our  actuary  is  here 
today  to  respond  where  possible. 

Madam  Chair  and  Members  of  the  committee,  it  is  important 
that  we  do  not  lose  sight  of  the  problem,  where  it  emanated  from, 
and  it  is  essential  that  all  parties  involved  play  a  responsible  role. 

Board  Is  Pursuing  Recommendations 

The  Retirement  Board  has  recently  been  the  focus  of  numerous 
Washington  Post  articles,  a  Council  Oversight  hearing  and  a  task 
force  established  by  yourself.  The  Board  has  reviewed  each  of  the 
recommendations  contained  in  reports  and  has  established  a  spe- 
cial committee,  chaired  by  former  council  member  Betty  Ann  Kane, 
to  develop  a  specific  action  for  each  of  the  recommendations. 

The  committee  held  its  first  meeting  on  June  1  and  has  already 
identified  which  recommendations  contained  therein  within  the  re- 
ports can  be  handled  by  the  Board  internally  without  legislation. 
The  committee  plans  to  act  with  deliberate  speed  in  the  develop- 
ment of  recommendations  to  the  Board  on  how  to  proceed. 

Three  recommendations  have  already  been  developed  and  will  be 
presented  at  the  next  Board  meeting  which  will  be  on  June  23rd. 
The  committee  will  recommend: 

One,  with  respect  to  the  recommendation  to  do  an  RFP  for  an  in- 
vestment consultant,  that  the  Board  issue  an  RFP  for  an  invest- 
ment consultant.  This  process  would  normally  occur  at  the  end  of 
the  year.  However,  our  current  consultants  are  scheduled  to  review 
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at  the  June  22  meeting.  An  expedited  report  will  be  issued  if  nec- 
essary. 

With  respect  to  hiring  of  a  CIO,  that  the  staff  gather  information 
from  other  similar  public  pension  funds  which  have  a  CIO  in  order 
to  determine  the  scope  of  their  duties  and  responsibilities  and  their 
compensation  and  reporting  structure. 

And,  three,  with  respect  to  trustee  training  and  education,  the 
staff  develop  an  introductory  training  seminar  and  recommended 
syllabus  for  trustees.  A  specific  work  plan  has  been  developed  and 
will  be  considered  by  the  special  committee  at  the  next  meeting, 
currently  scheduled  for  Thursday,  June  16th.  The  committee  will 
also  be  reviewing  the  Board's  current  conflict  of  interest  guidelines 
and  disclosure  requirements  in  order  to  update  and  recommend 
monitoring  and  compliance  provisions. 

Notwithstanding,  the  Board's  performance  should  not  be  the 
issue.  I  have  been  on  the  Board  for  seven  years  and  am  very  proud 
of  its  performance  and  accomplishments.  This  is  not  to  say  that 
there  is  not  room  for  improvement.  We  are  not  perfect. 

Even  prior  to  the  oversight  hearings,  the  Board  implemented 
new  procedures  for  trustee's  compensation  and  travel.  And,  further, 
it  should  be  noted  since  1985  we  outperformed  our  7  percent  actu- 
arial assumption  in  every  year  except  when  there  was  a  market 
crash  in  fiscal  years  1988  and  1990.  In  most  years  the  returns  have 
been  at  least  double  the  assumption  and  some  years  even  triple. 

It  is  imperative  that  neither  the  Retirement  Board  nor  the  fiscal 
problems  of  the  District  be  used  to  divert  the  committee's  attention 
from  developing  a  viable,  equitable  plan  to  address  the  unfunded 
liability. 

Madam  Chairman,  Members  of  the  committee,  we  would  be 
happy  to  respond  to  any  questions  you  may  have.  Thank  you. 

Ms.  Norton.  Thank  you,  Mr.  Tydings. 

[The  attachments  referred  to  by  Mr.  Tydings  follow:] 
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Attachment  I 
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658.4 

52.0% 

2013 

742.7 

55.9% 

589.5 

44.4% 

660.0 

49.7% 

691 J 

52.0% 

2014 

758.5 

54.4% 

619.0 

44.4% 

693.0 

49.7% 

725.9 

52.0% 

2015 

775.1 

52.9% 

650.0 

44.4% 

727.7 

49.7% 

7622 

52.0% 

2016 

792.6 

51.5% 

682.5 

44.4% 

764.1 

49.7% 

800J 

52.0% 

2017 

810.9 

502% 

716.6 

44.4% 

802.3 

49.7% 

840.3 

52.0% 

2018 

830.2 

48.9% 

752.4 

44.4% 

842.4 

49.7% 

882.3 

52.0% 

2019 

850.4 

47.7% 

790.0 

44.4% 

884.5 

49.7% 

926.4 

52.0% 

2020 

871.6 

46.6% 

829.6 

44.4% 

928.8 

49.7% 

972.8 

52.0% 

2021 

893.9 

455% 

871.0 

44.4% 

975.1 

49.7% 

1,021.4 

52.0% 

2022 

917.3 

44.5% 

914.6 

44.4% 

1 ,023.9 

49.7% 

1 ,072.5 

52.0% 

2023 

941.9 

43.5% 

960.3 

44.4% 

1,075.1 

49.7% 

1,126.1 

52.0% 

2024 

967.7 

42.6% 

1,008.3 

444% 

1,128.9 

49.7% 

1,182.4 

52.0% 

2025 

994.7 

41.7% 

1,058.7 

44.4% 

1,185.3 

49.7% 

1241.5 

52.0% 

2026 

1 .023.2 

40.8% 

1,111.7 

44.4% 

1244.6 

49.7% 

1,303.6 

52.0% 

2027 

1 ,053.0 

40.0% 

1,167.3 

44.4% 

1,306.9 

49.7% 

1 ,368.8 

52.0% 

2028 

1,084.4 

392% 

1.225.6 

44.4% 

1,372.1 

49.7% 

1,4372 

52.0% 

2029 

1,117.3 

38.5% 

1,286.9 

44.4% 

1,440.8 

49.7% 

1,509.1 

52.0% 

2030 

1.151.9 

37.8% 

1,351.3 

444% 

1,512.9 

49.7% 

1,584.6 

52.0% 

2031 

1,188.2 

37.1% 

1,418.8 

44.4% 

1,588.4 

49.7% 

1,663.8 

52.0% 

2032 

1,226.3 

36.5% 

1,489.8 

44.4% 

1,667.9 

49.7% 

1,747.0 

52.0% 

2033 

1 ,266.3 

35.9% 

•.  ,5642 

44.4% 

1,7512 

43.7% 

1,834.3 

52.0% 

2034 

1 ,308.3 

35.3% 

1,642.5 

44.4% 

1,838.9 

49.7% 

1,926.1 

52.0% 

2035 

1 ,352.4 

34.8% 

1,724.6 

44.4% 

1,930.8 

49.7% 

2,022.4 

52.0% 

2036 

1 ,398.8 

34.3% 

910.8 

22.3% 

910.S 

22.3% 

910.8 

22.3% 

2037 

1,447.4 

33.8% 

956.3 

22.3% 

956.3 

22.3% 

956.3 

22J% 

2038 

1,498.5 

33.3% 

1,004.1 

22.3% 

1,004.1 

22.3% 

1.004.1 

22.3% 

2039 

1,552.1 

32.8% 

1,054.4 

22.3% 

1,054.4 

22.3% 

1.054.4 

22J% 

2040 

1,608.4 

32.4% 

1,107.1 

22.3% 

1.107.1 

223% 

1,107.1 

22.3% 

V 


The  V3luei  in  the  Ubie  assume  all  actuarial  assumptiooa  arc  realiicd,  aad  ibat  there  are  do  bcneGl 
changes  or  changca  to  the  actuarial  assumpliooi.  Refer  to  Appendix  A  for  further  detail  on  the  aduaiiil 
assumptiooa. 

These  projectioni  are  based  on  the  program  provisiona  as  lummarized  in  the  October  1,  1993  actuarial 
valuation  report  for  the  Fiscal  Year  1995  as  amended  by  Public  Law  103-127. 

Alternative  I  -  Federal  payment  would  be  extended  through  the  year  203S,  but  remain  at  a  level 

S52.1  million  annually. 

Alternative  II  -  Federal  payment  would  remain  at  {52.1  million  annually  and  would  cease  after  2004. 
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Attachnent  II 


TABLE  III 


COMPARISION  OF  CONTRIBUTIONS 

miltioas 


CURRENT  LAW 

BILL  10 

-515 

" 

Diitrirt 

Fsderal 

Employe* 

Total 

Di«trie1 

r«d*r<l 

Employe* 

Totri 

1995 

$297.2 

»5i1 

$39.7 

$389.0 

$297.2 

$5Z1 

$39.7 

$389.0 

1996 

320.2 

5Z1 

41.2 

413.5 

295.5 

54.7 

47.1 

397.3 

1997 

343.2 

52.1 

43.3 

438.6 

295.5 

57.4 

49.5 

402.4 

1998 

367.4 

52.1 

455 

465.0 

295.5 

60.3 

52.0 

407.S 

1999 

393.4 

52.1 

47.7 

493.2 

300.0 

63.3 

54.5 

417.8 

2000 

420.9 

52.1 

50.1 

523.1 

314.9 

66.5 

57.3 

438.7 

2001 

448  5 

52.1 

52.6 

553.2 

330.6 

69.8 

60.1 

460.5 

2002 

475.6 

52.1 

55.3 

583.0 

347.2 

73.3 

63.1 

483.6 

2003 

503.9 

5Z1 

58.0 

614.0 

364.6 

76.9 

66.3 

507.8 

2004 

531.7 

52.1 

60.9 

644.7 

382.9 

80.8 

69.6 

533.3 

2005 

640.3 

0.0 

64.0 

704.3 

399.9 

64.8 

73.1 

557.8 

2006 

651.0 

ao 

67.2 

718.2 

419.0 

69.1 

76.8 

584.9 

2007 

662  3 

00 

70.5 

732.8 

439.9 

93.5 

80.6 

614.0 

2008 

674.1 

oo 

740 

748.1 

461.9 

98.2 

846 

644.7 

2009 

6865 

0.0 

77.7 

7642 

485.0 

103.1 

88.9 

677.0 

2010 

699.6 

0.0 

81.6 

781.2 

509.3 

108.2 

93.3 

710.8 

2011 

713.2 

00 

85.7 

798.9 

534.7 

113.7 

98.0 

746.4 

2012 

7276 

00 

90.0 

817.6 

561.5 

119.3 

102.9 

783.7 

2013 

742.7 

00 

94.5 

837.2 

589.5 

125.3 

108.0 

822.8 

2014 

7585 

oo 

99.2 

857.7 

6190 

131.6 

113.4 

664.0 

2015 

775.1 

0.0 

104.2 

879.3 

650.0 

138.2 

119.1 

907.3 

2016 

792.6 

0.0 

109.4 

902.0 

68^5 

145.1 

125.0 

952.6 

2017 

810  9 

00 

114.9 

925.S 

716.6 

152.3 

131.3 

1,000.2 

2018 

8302 

0.0 

120.6 

950.8 

75i4 

159.9 

137.8 

i.osai 

2019 

850.4 

00 

126.6 

977.0 

790.0 

167.9 

144.7 

1,102.6 

2020 

871.6 

0.0 

133.0 

1,004.6 

829.6 

176.3 

152.0 

1,157.9 

2021 

893.9 

0.0 

139.6 

1,033.5 

871.0 

185.1 

159.6 

1.215.7 

2022 

9173 

00 

146.6 

1,063.9 

914,6 

194.4 

167.5 

1.276.5 

2023 

941.9 

00 

153.9 

1.095.8 

960.3 

204.1 

175.9 

1.340.3 

2024 

967.7 

00 

161.6 

1.129.3 

1,008.3 

214.3 

184.7 

1.407.3 

2025 

994.7 

00 

169.7 

1,164.4 

1,058.7 

225.0 

194.0 

1.477.7 

2026 

1,023.2 

0.0 

178  2 

1,201.4 

1.111.7 

236.3 

203.7 

1,551.7 

2027 

1.053.0 

00 

187.1 

1,240.1 

1.1673 

248.1 

213.8 

1.629.2 

2028 

1.084.4 

00 

196,5 

1,280.9 

1.225.6 

260.5 

224.5 

1,710.6 

2029 

1,117.3 

0.0 

206.3 

1,323.6 

1,286.9 

273.5 

235.8 

1,796.2 

2030 

1.151.9 

0.0 

216.6 

1,368.5 

1,351.3 

287.2 

247.5 

1,886.0 

2031 

1.188.2 

0.0 

227.4 

1,415.6 

1,418.8 

301.6 

259.9 

1.980.3 

2032 

1.226.3 

0.0 

238.8 

1,465.1 

1,489.8 

316.7 

272.9 

2.079.4 

2033 

1,266.3 

0.0 

250.7 

1,517.0 

1,564.2 

332.5 

286.6 

2.183.3 

2034 

1.308.3 

00 

263.3 

1.571.6 

1.642.5 

349.1 

300.9 

2.292.5 

2035 

1,3524 

0.0 

276.4 

1.628.8 

1.724.6 

366.6 

315.9 

2.407.1 

2036 

1,398.8 

0.0 

290.3 

1,689.1 

910.8 

0.0 

331.7 

l,24i5 

2037 

1,447.4 

0.0 

304.8 

1,752.2 

956.3 

0.0 

348.3 

1.304.6 

2038 

1.498.5 

0.0 

320.0 

1,818.5 

1,004.1 

0.0 

365.7 

1.369.8 

2039 

1,55Z1 

oo 

336.0 

1,868.1 

1,054.4 

OO 

384.0 

1.438.4 

2O40 

1,608.4 

00 

352,8 

1,961.2 

1,107.1 

00 

403.2 

1,510.3 

The  vtlues  ID  the  table  auume  all  actuarial  assumpiioiu  arc  realized,  aod  ibat  ibere  are  no  benefit  cbaogca  or 
chaDfes  to  the  aciuanal  auumpiiooi.  RcXer  to  Appeodbi  A  [or  furiber  detail  oo  tbe  aauarial  auumpiion. 

That  projeciiou  are  based  on  tbe  program  provisiotu  as  tummarized  in  the  October  1.  1993  aauintl 
valiutioD  report  for  tbe  Fiscal  Year  1995  as  ameoded  by  Public  Law  103-127. 
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Ms.  Norton.  First,  let  me  commend  the  Board  for  the  speed  with 
which  you  have  moved  ahead  on  the  Raines  report.  That  is  very 
good  news  and  I  think  a  very  responsible  action.  I  appreciate  the 
way  in  which  you  are  considering  his  report. 

Lawsuit  by  Board 

I  would  like  to  clear  up  any  questions  that  may  remain  on  the 
resolution  of  your  suit  with  the  District.  As  I  understand,  you  have 
achieved  a  full  pa3rment  of  the  amounts  owed,  plus  any  earnings 
that  were  foregone,  but  that  there  are  two  components  on  the  fore- 
gone earnings,  one  based  on  short-term  investments  and  the  second 
on  return  on  long-term  investments.  Could  you  explain  why  the 
payment  was  calculated  in  that  manner? 

Ms.  CULLINS.  Mrs.  Norton,  I  will  try  to  respond  to  that.  The  mo- 
tivation behind  that  solution  was  to  try  to  replicate  what  would 
have  actually  happened  if,  in  fact,  the  payments  would  have  been 
made  in  a  timely  manner.  Therefore,  with  respect  to  the  delinquent 
contributions,  we  used  the  short-term  rate  plus  3  percent. 

The  short-term  rate,  which  is  the  stiff  rate,  short-term  invest- 
ment fund,  is  where  the  funds  would  have  been  placed  if  in  fact 
they  had  been  paid  on  time.  A  declining  balance  is  used,  taking 
into  consideration  that  payments  would  also  have  been  made  out 
of  the  fund.  So  that  is  why  the  short-term  rate  is  imposed  on  the 
delayed  contribution  with  the  declining  balance. 

With  respect  to  the  second  component,  which  is  utilization  of  the 
long-term  rate  plus  3,  we  took — since  we  had  to  utilize  assets  of  the 
permanent  fund,  we  took  what  those  assets  would  have  been  earn- 
ing if,  in  fact,  they  had  been  maintained  in  the  permanent  fund 
and  imposed  a  3  percent  penalty.  So  it  is  actual  earnings  for  the 
particular  quarter  they  were  delinquent,  plus  3  percent. 

Ms.  Norton.  Of  course,  there  is  some  circularity  here,  because 
you  depend  upon  the  District  having  money  to  pay  into  the  retire- 
ment fund  in  the  District.  Of  course,  to  the  extent  that  it  pays 
money  for  things  like  attorneys'  fees,  it  is  more  in  the  hole.  Is  it 
unusual  for  the  District  to  pay  attorney's  fees  in  a  situation  like 
this? 

Ms.  CULLINS.  As  a  general  rule 

Ms.  Norton.  What  was  it?  $50,000? 

Ms.  CULLINS.  That  is  an  estimate.  We  estimate  approximately 
$50,000.  That  is  true,  as  a  general  rule,  judges  do  not  appear  to 
be  as  inclined  to  award  attorneys'  fees  in  suits  against  govern- 
mental entities. 

Ms.  Norton.  Did  you  insist  upon  attorneys'  fees? 

Ms.  CULLINS.  We  requested  attorneys'  fees  under  the  thinking 
that  if  they  had,  in  fact,  paid  the  payments  when  due  we  would 
have  not  had  to  bring  suit  and  incur  the  expenses. 

Ms.  Norton.  It  sounds  like  a  lot  of  money  to  me,  and  I  certainly 
hope  the  judge  looks  closely  at  how  you  are  being  billed  by  whoever 
these  attorneys  are — $50,000  for  a  suit  that  never  went  to  trial. 

Ms.  CULLINS.  But  it  did  go  to  mediation,  Mrs.  Norton,  and  in  me- 
diation you  had  attorneys  sitting  for  longer  than  they  probably 
would  have  to  sit  in  court  while  the  mediator  went  back  and  forth. 
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For  the  record,  our  attorneys,  as  a  governmental  entity,  provide 
us  with  a  discount  on  our  fees,  and  that  discount  is  going  to  be 
passed  on  to  the  District. 

Ms.  Norton.  Would  you — at  the  time  that  you  are  billed,  would 
you  see  that  this  committee  gets  a  copy  of  that  billing? 

Ms.  CULLINS.  Yes,  ma'am. 

Ms.  Norton.  Thank  you. 

Estimates  by  GAO  and  by  Actuary 

I  would  like  to  pose  a  question  to  the  actuary  concerning  the  un- 
funded liability.  According  to  the  actuary,  the  entire  unfunded  li- 
ability was  attributable  to  the  period  before  the  District  took 
charge  of  the  Federal  payment.  The  GAO  reached  a  somewhat  dif- 
ferent figure.  Could  you  explain  the  difference  between  you  two  on 
this? 

Ms.  LiSTON.  Certainly.  Our  contention  is  that  when  the  District 
started  the  plan  from  scratch  with  no  prior  unfunded  liability  and 
no  prior  service  being  transferred  from  Federal  Government  em- 
ployees, that  the  payments  that  the  District  has  made  have  been 
sufficient  to  pay  for  not  only  the  benefits  accrued  but  gains  and 
losses  that  have  occurred  since  the  transfer  date,  meaning  if  they 
started  from  scratch,  they  would  be  fully  funded  today. 

Therefore,  any  liability  that  does  exist  can  be  construed  as  being 
due  to  the  transfer.  I  think  the  major  difference  between  how  the 
exact  calculations  were  done  bv  the  GAO  versus  our  firm  is  sort  of 
like  looking  at  the  difference  between  a  last-in-first-out  and  first- 
in-first-out  inventory  control  system. 

The  District  has  made  payments  in  excess  of  the  normal  cost, 
which  is  the  value  of  benefits  being  accrued  each  year.  The  ques- 
tion is,  what  do  you  do  with  that  excess?  My  understanding  is  that 
in  preparing  the  GAO's  report,  the  excess  was  applied  first  against 
the  unfunded  liability  that  was  transferred,  and  in  performing  our 
calculations  it  was  applied  first  against  gains  and  losses  and  bene- 
fit improvements  that  have  occurred  since  the  transfer. 

Ms.  Norton.  Thank  you. 

And  may  I  thank  all  of  you  for  coming  forward  with  this  testi- 
mony, and  particularly,  again,  to  thank  the  board  for  the  work  you 
have  already  begun  on  the  internal  procedures  even  as  the  council 
has  begun  this  work.  It  is  very  helpful  to  the  process  of  this  legisla- 
tion. I  want  to  thank  each  and  every  one  of  you  for  the  contribution 
you  have  made. 

Mr.  Tydings.  Thank  you. 

Ms.  Norton.  Our  final  witnesses,  Mr.  Thomas  Tippett,  President 
of  Local  No.  36,  International  Association  of  Firefighters;  Mr.  J.C. 
Stamps,  Chair  of  the  Labor  Committee,  Fraternal  Order  of  Police, 
Metropolitan  Police  Department. 

STATEMENT  OF  THOMAS  TIPPETT,  PRESIDENT,  LOCAL  NO.  36, 
INTERNATIONAL  ASSOCIATION  OF  FIREFIGHTERS,  ACCOM- 
PANIED BY  RAYMOND  SNEED,  FIRST  VICE  PRESIDENT,  FIRE- 
FIGHTERS ASSOCIATION 

Mr.  Tippett.  Good  morning.  Madam  Chair. 

I  am  Thomas  Tippett,  President  of  the  Firefighters  Local  36.  Ac- 
companjdng  me  today  is  Raymond  Sneed,  our  first  Vice  President, 
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Chairman  of  the  Board  of  Directors.  I  appear  before  you  today  to 
offer  comments  on  H.R.  3728,  your  bill  to  eliminate  the  unfunded 
liability  for  teachers,  firefighters,  police  officers  and  judges. 

Employee  Groups  and  1979  Law 

About  20  years  ago,  a  six-year  veteran  sat  here,  probably  in  this 
exact  room,  as  we  started  this  process,  to  address  the  pension  prob- 
lems at  that  time  for  police  officers  and  firefighters.  My  brother 
was  a  member  of  that  executive  board,  and  I  became  very  familiar 
with  Representatives  like  Representative  Diggs,  Dellums,  Faunt- 
roy,  Harris,  Stark,  and  others  as  we  wound  our  way  through  the 
process  which  culminated  in  the  passage  of  Public  Law  96-122. 
That  was  as  a  result  of  the  bill  introduced  by  Representative  Maz- 
zoli,  H.R.  6536. 

We  were  out  front  at  that  time  leading,  coordinating  and  lobby- 
ing to  effectively  get  that  bill  passed.  I  think  our  efforts  collectively 
pleased  officers,  firefighters  and  teachers,  and  speak  for  them- 
selves. 

When  the  final  votes  were  tallied  for  that  bill,  H.R.  6536,  the  re- 
sults were  348  in  favor  and  21  opposed.  Only  21  negative  votes, 
Madam  Chair,  for  a  major  funding  bill  for  the  District  of  Columbia. 
I  am  sure  you  appreciate  that  was  quite  an  accomplishment  at  that 
time.  I  hope  we  can  repeat  those  efforts  as  we  pledge  to  support 
this  bill. 

Employee  Groups  Agree  To  Share  Cost  of  H.R.  3728 

This  bill,  H.R.  3728,  is  like  living  in  the  past,  in  that  once  again 
the  employee  groups  have  come  to  the  table  and  made  concessions 
in  the  true  spirit  of  cooperation.  You  have  touched  on  some  of  those 
concessions.  A  1  percent  increase  in  what  our  current  employees 
will  make  to  the  plan.  This  was  a  very  difficult — one  of  many  very 
difficult  decisions  that  the  membership  had  to  make. 

These  deliberations  were  going  on  at  a  time,  don't  forget,  when 
we  had  a  3-year  period  of  no  pay  raises  for  employees,  steps  were 
frozen,  RIFs  were  imposed,  yet  we  were  asking  our  membership  to 
in  effect  take  a  1  percent  pay  cut  because  we  realized  this  un- 
funded pension  liability  was  something  that  was  devastating  to  the 
long-term  financial  health  of  the  city. 

We  also  in  these  deliberations  agreed  to  a  once-a-year  cost  of  liv- 
ing as  opposed  to  the  two.  As  you  noted,  I  don't  believe  the  Federal 
Government  has  ever  imposed  these  kinds  of  reduced  benefits  on 
their  employees,  what  we  are  asking  our  employees,  both  active 
and  retired,  to  go  through  now.  But  we  think  it  is  a  responsible 
thing  to  do. 

I  was  a  member  of  the  mayor's  transition  team  that  focused  on 
the  unfunded  pension  liability.  Many  of  the  solutions  that  we  are 
here  to  discuss  today  were  recommended  at  that  time.  Unfortu- 
nately, nothing  came  of  those  recommendations.  It  was  only  really 
until  the  acting  Chairman  Ray  started  the  process  in  earnest  and 
followed  up  by  Chairman  Clarke  that  we  got  a  piece  of  legislation 
which  was  then  in  the  council  identified  as  Bill  10-515,  that  has 
resulted  in  this  Federal  legislation  to  address  this  unfunded  liabil- 
ity. 
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No  Need  for  New  Plan  for  New  Hires 

Now,  during  those  deliberations,  Madam  Chair,  there  was  never 
a  discussion  about  a  new  retirement  system  for  new  employees.  In 
fact,  we  are  of  the  opinion  that  there  is  no  need  for  yet  a  third  tier 
or  a  third  retirement  system  for  public  safety  forces.  In  fact,  the 
actuarial  analysis  of  the  proposed  legislation  to  eliminate  the  un- 
funded liability  conducted  by  Milliman  and  Robertson  for  the  re- 
tirement board  seems  to  reinforce  our  position. 

Its  impartial  analysis  to  us  clearly  documents  that  no  financial 
need  is  there  for  yet  a  third  retirement  system  for  public  safety  em- 
ployees. The  old  bill,  Public  Law  96-122,  made  major  changes  for 
police  officers  and  firefighters  hired  after  February  1st,  1980.  Some 
of  those  changes  were  very  substantial. 

To  retire,  a  member  must  be  50  years  of  age  and  have  25  years 
of  service.  So  in  essence  a  firefighter  joining  the  department  now 
at  age  21  would  be  required  to  do  29  years  of  service  before  they 
hit  the  magic  age  of  50.  His  or  her  annuity  will  be  based  on  the 
average  of  three  years  base  pay. 

We  eliminated  the  disability  retirement  for  aggravation  of  off- 
duty  injuries.  Their  disability  retirement  is  based  on  a  medically 
determined  percentage  of  impairment.  And  it  placed  restrictions  on 
the  earnings  for  disability  retirees. 

Responsibility  of  Congress 

Now  that  was  the  past.  This  bill  is  a  fair  bill,  H.R.  3728.  It  places 
the  funding  responsibility  for  the  massive  unfunded  pension  liabil- 
ity squarely  where  it  belongs,  and  that  is  with  the  U.S.  Congress. 
Until  the  passage  of  the  Home  Rule  Act  in  1974,  Congress  alone 
determined  the  level  of  benefits  for  District  police  officers  and  fire- 
fighters and  also  elected  not  to  provide  the  funds  for  those  benefits. 

Firefighters  Support  H.R.  3728 

This  bill  today  extends  the  payment  to  the  funds  past  2004  to 
2036.  We  support  that  change.  It  increases  the  Federal  payment  of 
$52  million  by  5  percent  each  year,  beginning  in  1996,  and  continu- 
ing through  2036.  We  support  this  change. 

It  increases  the  employee  contributions  to  the  system  from  7  per- 
cent of  gross  pay  to  8  percent  beginning  October  1,  1995.  We  sup- 
port that  change.  It  also  reduces  the  twice-a-year  cost-of-living  ad- 
justment for  our  retirement  members  to  an  annual  COLA.  We  sup- 
port these  changes. 

It  also  repeals  the  old  provision  which  provides  police  officers' 
and  firefighters'  annuity  increases  equal  to  the  rates-of-pay  in- 
creases for  active  employees,  and  replaces  the  old  provision  with  an 
annual  COLA — again,  a  change  that  we  support. 

We  are  looking  forward  again  to  plajdng  a  major  role  in  the  pas- 
sage of  this  bill  as  it  goes  to  the  House.  Our  strategy  will  be  the 
same  as  what  we  used  in  the  1970s.  Nothing  will  be  taken  for 
granted.  The  strategy  has  worked  in  the  past  and  I  am  sure  with 
some  fine  tuning,  it  will  work  for  us  in  the  future. 

Finally,  Madam  Chair,  permit  me  to  close  by  reading  a  brief  ex- 
cerpt from  "A  Mortgaged  Future,"  a  white  paper  by  Chairman 
David  Clarke  several  years  ago. 
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The  resolution  of  the  problem  will  not  resiilt  ftx)m  the  stroke  of  any  one  pen.  For 
reasons  previously  described,  the  District  government  cannot  and  should  not  call 
upon  its  taxpayers  to  bear  the  whole  responsibility.  Nor  can  the  employer  organiza- 
tions call  upon  their  employees  to  bear  the  whole  burden.  What  is  needed  now  is 
leadership  to  bring  together  the  various  groups  involved,  including  the  relevant 
leaders  in  Congress  in  the  United  States,  to  devise  a  solution  and  to  identify  the 
relative  responsibilities  of  each  of  the  veirious  interested  parties  in  meeting  those 
responsibilities. 

Madam  Chairman,  the  firefighters  are  proud  that  you  have 
stepped  forward  in  the  Congress  to  provide  this  necessary  leader- 
ship. We  look  forward  to  working  with  you  and  your  staff,  and  any 
questions  you  may  have,  we  will  be  glad  to  try  to  answer. 

Thank  you. 

[The  prepared  statement  of  Mr.  Tippett  follows:] 
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Mr.   Chairman,  members  of   the  Onb  Committee 
and  i3 1  a  t  f  ;   1   am  Thtjmaa  N.   T)pj>t-tt  ,   Pit^aidttit   of 
the  DistLict   of  Columbia  K  i  i  e  I'iqhteiii 
Association,   I.oc;a  1   3b,   o  t   the   1  n  t  c- 1  1 1  ^i  t  i  t^iu  1 
Association  of  Fiit?  !•' i  cj  h  I  e  i  ^j  ,   Al'l.  CIO  MWC:  . 

I   appear   t  ocia  y   to  o  {  t  »„•  i   oui   t;  ouniii-  ii  t  :;   on  U.K. 
3720,   a  nil!   to  e  1  a  ini  na  t  e  the  i  ni  1  inni  t-il   liability 
of   the  teacheti;',   fiLt:?tiqhtci;i',   police 
officers',   and   judcjes'   peni;iou   fund  of   the 
Distric:t  of  Col  iinib  la  by   in  c:  teasing  and  extending 
the  contributions  of  the  l-'edeial  Govt.-inment   to 
such  f  und  s    i  n  c  r  e  ai;  i  ng  einp  1  oy  t?  e  contributions  to 
such  funds,   and  establishincj  a  single  annual 
cost  of  living  adjustment  for  annuities  paid 
from  such  funds,   and  for  other  purposes. 

Approximately  20  years  ago  I  was  a  six  year 
member  of  the  D.C.  Fire  Department  when  the  then 
President  of  our  Association  sat  where  I  am 
Bitting  today,  discussingr  the  very  same  issue, 
i.e.  ,  the  ixnfunded  pension  liability  and  its 
associated  problems. 

My  brother  was  a  member  of  that  Executive 
Board  so  I  was  exposed,  early  in  my  career,  to 
the  seriousness  of  the  District's  pension 
funding  problem  and  the  need  for  pension  reform. 
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1   became  fainilicir  with^  the  names  of 
Representatives  like-  Dicjgs,   Dellniiis,   I-auntioy, 
Harris,   Mazzoli,   Mc;K  i  ini  t.-y  ,   Kties.   iU  .i  i  )i  and 
others . 

Now  today,   1   sit   he  t  o  i  t-  y  cin  as  I'  i  t-s  i  den  t  o  t 
the  Fire  Fighters  A;;  s  cjr:  i  a  t  i  on  .ii\d     p  1  ecicj  t-  t  h»- 
same  commitment  and  d  e  t  t;  i  uii  na  t  ion  as  my 
predecessors  in  asj;i:;ting  this  coiimii  ttet-  to  pass 
a  funding  package  that  will   finally  plac:e  our 
pension  system  on  ^in  actual  lal  ly  sound  ba;;is. 

The  pension  funding  dil  c;mina  we  all      the 
Congress,   the  District  and  city  employees     find 
ourselves  facing  today,   has  been  a  long  time 
developing  and  in  our  opinion,  won't  be 
corrected  overnight. 

The  legislative  history  of  the  current 
pension  legislation,  PL  96-122  will  document  the 
willingness  of  the  city  police  officers, 
firefighters  and  teachers  to  "come  to  the  table" 
and  make  concessions  that  would  ultimately  lead 
to  the  introduction  of  HR  6536  by  Rep.  Mazzoli 
in  1977. 

The  Fire  Fighters  Association  was  "out  in 
front",   leading  and  coordinating  the  lobbying 
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effort      L  o     get       IK     f >  h  3  f .     thrijmjli     tht^-     lIou:;e     c>f 
Representat  i  ves  . 

Oui      e  f  f  oi  t-  ii      in     i-u  1   i  ;;  t    i  inj      1  ht-     !■'  i  i  .-     I'  i  ^j  h  t  <■  i 
r.ocalii      throughout       tht      Unit  id     :;iatt„-ii      to      liybkjy 
their     Cong  t  esi;  i  ona  1      K  <■  p  i  t-;,  t- 1 1  t  a  t   i  v  «,-  '  ;;      [a     :,  iippii  i  t 
II R     6  5  3  6     waa     ve- 1  y     is  i  ji :  i:  eii  i;  f  u  I    .         Out      i  t?  t   i  l  ».-ii 
membe  i  a  .      who     r  ea  i  (i  <■      t  h  i  out)  hou  t       t  hi       r4  <i  t   i  dm  ,      d  i  ci 
their     part      by     writing      t  hi-  i  i       1  C5i:a  I      ("on  cj  t  <■;;  .'j  i  on  a  1 
Repr  as  en  t  a  t  i  ve     to     urge     liiip  poi  t       lor      t  hi-     M<i  z  z  o  1  i 
Dili,      aii     did     our      Intt-tnational      Aij£iociation     of 
Fire     Fighters,      w  i  t  li     ht-  1  p      f  r  oin      1  oIjIj  y  i  :;  t       t  h«-     AIT. 
CIO  . 

When     the     final      votes     were     tallied      for      II R 
6536,      the     results     were     348     in     favor     to     21 
opposed.         We     had     won     a     major     victory.         Mr. 
Chairman,     when    was     the     last     time     a     funding     bill 
for    the    District     of     Columbia    passed    with    only     21 
negative    votes? 

Local     36     is     prepared    to    pledge     the    same 
coanmitment     to    HR     3728     as    we    devoted     to    passage 
of     the    Mazzoll     Bill. 

The    Bill     before    us     today,     HR     3728,     is     almost 
like    relivxng    the    past. 
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Onc:e  again  t  lie-  tMiip  1  "  y  l- »_•  cjroui>i;  have-  "tronju  to 
the  t  <a  l>  1  e  anci  mad  «_•  i:  oii  c  i';;  ;j  i  cjii  i  u  tin.-  t  i  m-  s  i^  i  t  i  t 
of"      coopfi  at   1  t)ii  . 

I      w  1  i,  h      tilt.-     ii  am.  ■      i:  I)  II  I  <1      In-      ;,  cj  i  >]      I  > ,  i       t  la  y  <i  I       1<  l-  1   1  y 
and     hi-i       a(imiiii:jtiat    iim. 

I   wa  i;  a  meinbt- 1   i)  I   tin.   H  .i  y  >  / 1  '  .;  T  i  .i  n  : ;  i  t  ion 

Team,   t  hat   toomed  On  t  ho  nntnndud  pi-niiit>n 
1  1  a  h  i  1  1  t  y  .    The   team  w  a  ;;   ci  n   e  x  t-  l  1  1  <  •  n  t  c:  i  on  a 

section  of   I"  ep  »:  es  en  t  a  t  1  V  eij   t  t'  om  pj  o  1  i  c  c-  ,   f  i  i  e  , 

t  eac  he  r  li  ,   and   i  ndcj  eii  ;   (,;roncj  i  ea  •;  i  on  a  1  :;  t  a  f  f  t  ■  r  ;;  , 

the  General   Acconnting  Office,   the  City  Ccinncil, 
and  of  course,   the  Mayor's  Office. 

Again,   as  in  the  JOVO's  the  employee  groups 
willingly  agreed  to  ma  jor  concessions,  such  as 
an  increase  in  pension  contribution,   reduction 
in  the  COLA,   etc. 

The  committee  had  numerous  meetings, 
resulting  in  a  position  paper  on  how  best  to 
deal  with  the  unfunded  pension  liability  and 
then  -  pooJ ! !    Like  a  vapor,  the  committee  and 
our  recommendations  seem  to  disappear. 

John  Ray,  in  his  capacity  as  Acting  Chairman 
of  the  Council  of  the  District  of  Columbia, 
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resurrected  the  transition  teams  recommen 
dation's  and  together  with  the  "new"  Chairman, 
Dave  Clarke,   cd  authored  Dill   lO  515,   the  full 
funding  of  Pension  Liability  Retirement  Reform 
Amendment  Act  of  1 9 9 4 . 

It  must  be  stressed  that  at  no  time  during 
our  many  meetings  was  a  "new"  system  for  "new 
hires"  addressed  or  even  brought  to  the  table. 

Local   36  is  of  the  opinion  that  there  is  no 
need  for  yet  a  third  retirement  system  for 
public  safety  forces.    In  fact  the  "actuarial 
analysis  of  the  proposed  legislation  to 
eliminate  the  unfunded  actuarial   liability", 
conducted  '->y  Mi  1  1  iman  and  Robertson,   Inc.   for 
the  D.C.  Retirement  Board  re- enforces  our 
position . 

This  leiigt.hy  report,  which  I  wish  to  submit 
£or  the  record,  deals  strictly  with  the  funding 
legislation  before  us  today.    Its  impart^ial 
analysis  clearly  documents  no  financial  need  for 
yet  a  third  retirement  system  for  public  safety 
cmpl oyees . 

PL  96-122  made  major  changes  for  police 
officers  and  firefighters  hired  after  Feb.  1, 
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1980 .    Those  changes  were: 

To  retire,  a  member  must  be  SO  years  of  age 
and  have  25  years  of  service. 

In  essence,  a  fire  fighter,  who  joins  the 
D.C.  Fire  Department  at  age  21,  will  now  be 
required  to  serve  29  years  before  he  is  eligible 
to  retire. 

His/her  annuities  will  be  based  on  an  average 
of  3  years '  pay . 

Eliminated  disability  retirement  for 
aggrevation  of  an  off-duty  injury. 

Disability  retirement  is  based  on  a 
medically  determined  percentage  of 
impairment . 

Placed  a  restrictive  earnings  limitation  on 
disability  retirees. 

Enough  said  about  the  past!    HR  3728  is  a 
fair  bill  and  should  be  passed.    It  places  the 
funding  responsibility  £or  the  massive  unfunded 
iivT  liability,  prior  to  Home  Rule,  where  it  squarely 

^  "A 

i^belozMJS*  •  • 'With  Congress.   Until  the  passage  of 
41  the  Home  Rule  Act  in  1974,  Congress  alone 
# determined,  the  level  of  benefits  for  District 
Police  Officers  and  Firefighters  and  also 
elected  noc  to  provide  the  funds  for  those 
benefits . 
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IIR  3720  oxtend^  the?  l''edt?riil  {j<jymt?nL  to  the 
these  I  inids  from  ttie  year  ?004  to  2036.  I.oeal 
3  6  suppoits  thii5  crli.inqt*. 

liK  3727^  i  ncrr  eaut-s  the  I'L>deial   payment  of  G52 

million  by  5  percent  eac:h  year  beginning  in  l-'Y 

1996  and  continuing  thiouglj  2036.    Local  36 
supports  this  change. 

IIR  3720  increases  the  t-mployee  c:i>nti  i  but  ion 
to  the  system  from  7  percent  of  gross  pay  to  0 
percent,   beginning  October  I,   19 9 S.    II U  3  7  20 
reduces  the  twice  a  year  cost  of   living  adjust 
ment  for  retired  police  officers,   firefighters 
to  an  annual  COLA.    We  support  this  change. 

HR  3720  repeals  the  old  provision  which 
provides  police  and  fire  annuity  increases  equal 
to  rai.es  of  pay  increases  for  active  employees 
and  replaces  the  old  provision  with  an  annual 
COLA.    Local  36  supports  this  repeal . 

The  District  of  Columbia  Fire  Fighters 
Association,  Local  36,  Is  looking  forward  to 
playing  a  major  role  In  the  passage  of  Bill  HR 
3728  by  the  House  of  Representatives. 

Our  Association  will  follow  the  same  strategy 
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we  iiii  ed  i  T'   the  7  ()  '  ii  .    Not  one  Coiicj  i  eii  t;  i  on  ci  1 
office  will   be  taken  for  qi.mted.    Wt'll   take 
the  t  1  ine  to  politely  "  e(i  nc:<j  t  e"  Republican;;, 
Democrats,   Liberals  and  c:ons  e  r  va  t  ]  ves  as  to 
"why"  the  Congress  should  ijhonlder   I  h  e  i  i   share 
of   the  unfunded  pensi  on   1  i  abi  1  i  ty  thoy  ct  eat  ed 
before  Home  Rule. 

Our  strategy  tias  worked  in  the  past,   arul   I'm 
confident,   that  with  some  "fine  tuning"  it   will 
work  for  the  passage  of  IIR  3720. 

Finally,   permit  me  to  close  by  reading  an 
except  fro.Ti  "A  Mortgaged  Future"  by  Chairman  of 
the  D.C.  City  Council ,   David  Clarke. 

"The  resolution  of  the  problem  will  not 
result  from  the  stroke  of  any  one  pen.    For 
reasons  previously  described,  the  District 
government  cannot  and  should  not  call  upon  its 
taxpayers  to  bear  the  whole  responsibility.   Nor 
can  the  employee  organizations  call  upon  their 
employees  to  bear  the  whole  burden. 

What  is  needed  now  is  leadership  to  bring 
together  the  various  involved,  including  the 
relevant  leaders  of  the  Congress  of  the  United 
States,  to  devise  a  solution  and  to  identify  the 
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relative  responsibilities  of  each  of  the  various 
interested  parties  in  meeting  those  responsi- 
bilities." 

Mr.  Chairman,  members  of  the  Sub- commi t t ee , 
Local  36  looks  forward  to  working  with  you  and 
your  staff  in  the  weeks  and  months  ahead 
as  together  we  join, forces  to  cement  our  pension 
system  into  a  financially  secure  foundation. 

Thank  you  for  this  opportunity  to  express  our 
ylews . 
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Ms.  Norton.  Thank  you,  Mr.  Tippett. 
Mr.  Stamps. 

STATEMENT  OF  J.C.  STAMPS,  ACCOMPANIED  BY  OFFICER 
WILLIAM  BOWDEN  AND  SERGEANT  MARTY  PFEIFER 

Mr.  Stamps.  Madam  Chair  and  members  of  the  committee,  my 
name  is  Jay  Stamps.  I  am  a  MetropoHtan  PoHce  Detective  and  am 
currently  serving  as  Chairman  of  the  MetropoHtan  PoHce  Fraternal 
Order  Labor  Committee.  On  behalf  of  this  group  of  dedicated  men 
and  women,  I  would  like  to  thank  you  and  the  members  of  your 
committee  for  the  opportunity  to  testify  regarding  H.R.  3728,  the 
District  of  Columbia  Pension  Liability  Funding  Reform  Act  of  1994. 

Accompanying  me  today  at  the  table  are  the  Vice  Chairman  of 
the  FOP-MPD  Labor  Committee,  Officer  William  Bowden,  and  Ser- 
geant Marty  Pfeifer,  the  Active  Police  Trustee  on  the  D.C.  Retire- 
ment Board  and  Chairman  of  our  Retirement  Committee. 

District's  Failure  To  Make  Timely  Payments 

To  begin,  I  am  pleased  that  the  District  of  Columbia  and  the 
D.C.  Retirement  Board  were  able  to  reach  an  agreeable  settlement 
regarding  the  District's  failure  to  make  the  second,  third,  and  most 
likely  fourth  quarter  payments  for  the  fiscal  year  1994  to  the 
board.  My  concern  is  that  a  great  deal  of  effort  on  behalf  of  the  re- 
tirement board  and  the  District  was  required  to  reach  this  settle- 
ment, which  will  cost  the  taxpayers  of  our  city  millions  of  dollars 
in  unnecessary  penalties,  interest,  attorneys  fees,  and  lost  invest- 
ment opportunity  to  the  funds,  adding  unnecessarily  to  the  un- 
funded liability  which  is  of  significant  concern  to  everyone  here 
today. 

I  applaud  all  of  the  trustees  on  the  retirement  board,  elected  and 
appointed,  for  uniting  and  fulfilling  their  fiduciary  responsibility  to 
ensure  that  all  payments  to  the  fund  are  received  in  a  timely  man- 
ner and  invested  in  the  best  possible  way  in  order  to  maximize  the 
impact  of  the  dollars  provided  by  the  Federal  Government,  tax- 
payers of  the  District,  and  employee's  own  contributions  to  the 
funds. 

Clearly  this  failure  to  obey  the  law  has  damaged  the  confidence 
that  retirees  and  current  employees  have  in  the  District's  will  to 
properly  fund  our  retirement  system  which  we  will  all  depend  upon 
in  our  later  years. 

These  payments  to  the  funds  are  not  optional.  The  police  officers 
presently  retired  have  earned  their  retirement  income  through 
years  of  faithful  service  to  this  city,  just  as  the  current  employees 
earn  credit  toward  their  retirement  every  day  they  pin  on  their 
badge  and  provide  services  in  an  environment  that  grows  more 
dangerous  and  challenging  every  day. 

It  is  my  sincere  hope  that  it  will  never  be  necessary  again  for  the 
retirement  board  to  be  required  to  use  legal  means  to  compel  the 
District  to  make  payments  in  a  timely  manner  to  the  funds.  The 
employee  groups  these  funds  were  created  to  serve — police  officers, 
firefighters,  teachers  and  judges — provide  on  a  daily  basis  the  serv- 
ices which  form  the  bedrock  of  modem  society:  public  safety,  public 
education,  and  justice  for  every  citizen,  rich  or  poor. 
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H.R.  3728  Will  Eliminate  Unfunded  Liability 

The  effect  of  the  proposed  legislation:  The  proposed  legislation 
establishes  a  plan  to  eliminate  the  unfunded  liability  left  to  the 
District  of  Columbia  by  the  Federal  Government.  This  presently  to- 
tals approximately  $5  billion  and  would  be  eliminated  over  a  40- 
year  period,  concluding  in  fiscal  year  2035,  provided  all  actuarial 
assumptions  prove  to  be  accurate. 

The  legislation  provides  for,  one,  the  Federal  payments  to  the 
funds  to  be  extended  until  the  year  2035,  an  additional  31  years 
past  the  sunset  provision  of  the  current  law,  which  terminates  Fed- 
eral payments  to  the  funds  in  the  year  2004.  The  FOP-MPD  Labor 
Committee  supports  this  change  and  believes  it  is  fair  and  equi- 
table to  all  parties  involved. 

An  increase  in  the  Federal  pa3rment  to  the  funds  of  5  percent  an- 
nually beginning  in  fiscal  year  1996.  This  escalator  of  5  percent 
would  ensure  that  the  Federal  payment  grows  steadily  and  is  con- 
sistent with  the  other  actuarial  valuations  made  concerning  infla- 
tion and  pay  raises,  which  are  also  projected  to  increase  at  a  rate 
of  5  percent  annually.  The  FOP  supports  this  change  since  it  en- 
sures that  the  Federal  payments  will  keep  pace  with  inflation  and 
hopefully  eliminate  the  need  to  discuss  the  problem  of  funding  an 
unfunded  liability  in  future  years. 

An  increase  of  1  percent  to  the  current  employees  withholding 
rate  for  police  officers,  fire  fighters,  teachers  and  judges.  The  result 
of  this  change  is  to  reduce  the  pay  of  the  affected  employees  by  1 
percent  per  year. 

Reduce  the  annual  cost-of-living  adjustments,  COLAs,  from  two 
semiannually  to  one  annually.  The  effect  of  this  change  is  to  slight- 
ly improve  funding  for  the  retirement  system  since  the  employees 
would  lose  the  compounding  effect  of  receiving  two  COLAs  com- 
pared to  one.  The  FOP  Labor  Committee  agrees  with  this  change. 

Convert  police  officers  and  fire  fighters  who  retired  prior  to  1980 
to  annual  COLAs  based  on  the  Consumer  Price  Index  rather  than 
receiving  increases  in  their  retirement  equivalent  to  the  raises  ne- 
gotiated by  the  active  employees  through  the  collective  bargaining 
process.  The  FOP-MPD  Labor  Committee  is  in  favor  of  this  change 
since  it  brings  consistency  to  the  system  and  provides  this  group 
of  retirees  with  a  hedge  against  inflation  they  presently  do  not 
have. 

Council's  Companion  Legislation 

The  District  companion  legislation.  Act  10-239,  provides  for  the 
District  to  adopt  the  entry  age  normal  funding  method  and  dis- 
continue the  use  of  the  net  pay-as-you-go  funding  method.  This 
change  would  allow  the  District  to  stabilize  payments  to  the  funds 
as  a  level  percentage  of  payroll  and  is  the  method  most  often  uti- 
lized by  other  public  funds.  The  FOP-MPD  Labor  Committee  fa- 
vors this  change  since  it  improves  the  ability  of  the  city  to  plan  for 
and  more  accurately  forecast  payments  to  the  funds  in  the  future. 

Two,  benefit  changes  to  be  amortized  as  a  level  percentage  of 
payroll  over  25  years.  The  FOP-MPD  Labor  Committee  agrees 
with  this  change  since  it  is  a  generally  accepted  method  of  funding 
benefit  changes. 
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The  actuarial  gains,  losses  and  assumption  changes  be  amortized 
as  a  level  percentage  of  payroll  over  15  years.  The  FOP-MPD 
Labor  Committee  agrees  with  this  change  since  it  is  a  generally  ac- 
cepted method  of  reconciling  these  actuarial  gains,  losses  and 
changes  in  assumptions  which  inevitably  occurs  over  extended  peri- 
ods of  time  during  the  life  of  a  retirement  system. 

The  annual  District  contribution  not  to  fall  below  $295.5  million. 
This  change  is  insignificant.  The  forecast  by  the  D.C.  Retirement 
Board's  actuary,  Milliman  and  Robertson,  Inc.,  as  reflected  in  Table 
V  of  their  report  entitled  "Actuarial  Analysis  of  the  Proposed  Legis- 
lation to  Eliminate  the  Unfunded  Actuarial  Liability,"  indicates 
under  the  heading  Bill  10-515  that  the  payment  for  fiscal  year 
1995  is  $297.2  million.  This  number  will  be  part  of  the  District  fis- 
cal year  1995  budget  and  has  already  been  certified. 

The  payments  for  fiscal  year  1996,  fiscal  year  1997  and  fiscal 
year  1998  are  all  forecast  by  Milliman  and  Robertson  to  be  $295.5 
million,  which  is  approximately  $12  million  less  than  the  payment 
for  fiscal  year  1994,  and  $1.7  million  less  than  the  payment  already 
certified  for  fiscal  year  1995.  This  is  clearly  a  savings  for  the  Dis- 
trict and  no  concession  on  their  part. 

Federal  Contribution  Is  Key 

Key  considerations:  One,  the  increased  Federal  contribution  is  a 
key  factor  in  any  plan  to  address  the  unfunded  liability.  Without 
a  large  infusion  of  cash  which  only  the  Federal  Gk)vemment  can 
supply,  the  unfunded  liability  will  continue  to  grow. 

According  to  a  GAO  report  entitled,  "District's  Pensions:  Billions 
of  Dollars  in  Liability  Not  Funded,"  published  in  November  of 
1992,  over  75  percent  of  the  current  $5  billion  unfunded  liability 
has  resulted  from  the  growth  of  interest  on  the  original  $2  billion 
unfunded  liability  inherited  by  the  District  when  it  assumed  con- 
trol of  the  funds  in  1979.  Less  than  2  percent  or  $100  million  is 
the  result  of  benefit  changes.  In  fact,  benefits  have  actually  been 
reduced  for  all  employees  hired  after  1980. 

Number  two,  as  stated  previously,  the  participants  and  bene- 
ficiaries of  the  funds  lack  confidence  in  the  District's  will  to  prop- 
erly fund  their  retirement  system  and  make  the  necessary  pay- 
ments in  a  timely  manner.  These  events  have  been  well  chronicled 
in  the  Washington  Post,  during  oversight  hearings  before  the  city 
council,  in  D.C.  Superior  Court,  and  within  the  halls  of  Congress. 
This  lack  of  confidence  has  contributed  to  poor  morale  among  the 
rank  and  file  of  the  Metropolitan  Police  Department  and  tarnished 
the  District's  image  with  the  public. 

Plan  for  New  Hires  Will  Hurt  Recruitment 

Legislation  supported  by  the  city  council  and  Dave  Clarke  is 
pending  in  the  city  council  which  would  place  all  future  employees 
beginning  in  fiscal  year  1996  into  the  same  general  retirement  sys- 
tem as  city  employees  hired  after  1987.  Should  this  legislation 
pass,  it  will  have  a  devastating  impact  on  the  ability  of  the  Metro- 
politan Police  Department  to  recruit  and  retain  qualified  employees 
to  carry  this  department  into  the  21st  Century. 
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The  men  and  women  of  the  Metropolitan  Police  Department  are 
already  among  the  lowest  paid,  poorest  equipped,  and  hardest 
worked  police  officers  in  this  region.  Providing  an  inferior  retire- 
ment system  for  public  safety  employees  will  result  in  our  best  and 
brightest  members  leaving  for  better  jobs  elsewhere  in  the  region 
and  continue  to  hasten  the  exodus  of  businesses  and  the  middle 
class  from  our  city.  I  cannot  state  strongly  enough  our  opposition 
to  any  further  reduction  in  our  retirement  benefits. 

Madam  Chair,  in  closing,  let  me  state  that  the  men  and  women 
of  the  Metropolitan  Police  Department  enter  into  harm's  way  on  a 
routine  basis  to  protect  and  serve  the  citizens  of  our  city.  We  ask 
that  you  and  your  distinguished  committee  take  this  into  consider- 
ation. I  am  confident  that  this  will  be  done. 

Madam  Chair  and  members  of  the  committee,  we  would  be 
pleased  to  answer  any  questions  you  have.  If  possible,  due  to  the 
short  time  we  have  had  to  prepare  our  testimony,  we  would  like 
to  submit  additional  information  for  the  record  at  a  later  date.  We 
believe  that  this  additional  information  would  be  of  value  to  the 
committee  during  your  deliberation  on  this  complex  issue. 

Thank  you. 

[The  prepared  statement  of  Mr.  Stamps  follows:] 
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STATEMENT  OF  THE  CHAIRMAN  OF  THE 

FRATERNAL  ORDER  OF  POLICE 

METROPOLITAN  POLICE  DEPARTMENT 

LABOR  COMMITTEE 

BEFORE  THE  SUB-COMMITTEE  ON 

FISCAL  AFFAIRS  AND  HEALTH  OF  THE 

COMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA 

U.S.  HOUSE  OF  REPRESENTATIVES 

ON  H.R.  3728  DISTRICT  OF  COLUMBIA 

PENSION  LIABILITY  FUNDING  REFORM  ACT  OF  1994 

JUNE  14,  1994 

INTRODUCTION 

Mr.  Chairman  and  members  of  the  committee,  My  name  is  Detective  Grade  -I 
JC  Stamps,  Chairman  of  the  FOP-MPD  Labor  Committee  which  is  the 
exclusive  bargaining  agent  for  the  officers,  technicians,  detectives,  and 
sergeants  of  the  Metropolitan  Police  Department.  On  behalf  of  this  group  of 
dedicated  men  and  women  I  would  like  to  thank  you  and  the  members  of  your 
committee  for  the  opportunity  to  testify  regarding  H.R.  3728,  the  District  of 
Columbia  Pension  Liability  Funding  Reform  Act  of  1994. 

Accompanying  me  today  at  the  table  are  the  Vice  Chairman  of  the  FOP-MPD 
L/C,  Officer  William  Bowden,  and  Sergeant  Marty  Pfeifer,  the  Active  Police 
Trustee  on  the  D.  C.  Retirement  Board  and  Chairman  of  our  Retirement 
Committee. 
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To  begin,  I  would  like  to  state  that  I  am  pleased  that  the  District  of  Columbia 
and  the  D.  C.  Retirement  Board  were  able  to  reach  an  agreeable  settlement 
regarding  the  District's  failure  to  make  the  second,  third,  and  most  likely 
fourth  quarter  payments  for  FY-94  to  the  Board.  My  concern  is  that  a  great 
deal  of  effort  on  behalf  of  the  Retirement  Board  and  the  District  was  required 
to  reach  this  settlement  which  will  cost  the  tax  payers  of  our  city  millions  of 
dollars  in  unnecessary  penalties,  interest,  attorneys  fees,  and  lost  investment 
opportunity  to  the  funds,  adding  unnecessarily  to  the  unfunded  liability  which 
is  of  significant  concern  to  everyone  here  today. 

I  applaud  all  of  the  Trustees  on  the  Retirement  Board,  elected  and  appointed, 
for  uniting  and  fulfilling  their  fiduciary  responsibility  to  ensure  that  all 
payments  to  the  fund  are  received  in  a  timely  manner  and  invested  in  the  best 
possible  way  in  order  to  maximize  the  impact  of  the  dollars  provided  by  the 
Federal  Government,  tax  payers  of  the  District,  and  the  employees  own 
contributions  to  the  funds. 

Clearly,  this  failure  to  obey  the  law  has  damaged  the  confidence  that  retirees 
and  current  employees  have  in  the  District's  will  to  properly  fund  our 
retirement  system  which  we  will  all  depend  upon  in  our  later  years.  These 
payments  to  the  funds  are  not  optional.  The  police  officers  presently  retired 
have  earned  their  retirement  income  through  years  of  faithful  service  to  this 
city  just  as  the  current  employees  earn  credit  toward  their  retirement  every 
day  they  pin  on  a  badge  and  provide  police  service  in  an  environment  that 
grows  more  dangerous  and  challenging  every  day.  It  is  my  sincere  hope  that  it 
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will  never  be  necessary  again  for  the  Retirement  Board  to  be  required  to  use 
legal  means  to  compel  the  District  to  make  payments  in  a  timely  manner  to  the 
funds.  The  employee  groups  these  funds  were  created  to  serve;  Police 
Officers,  Firefighters,  Teachers  and  Judges,  provide  on  a  daily  basis  the 
services  which  form  the  bedrock  of  modem  society;  Public  Safety,  Public 
Education,  and  Justice  for  every  citizen,  rich  or  poor. 

EFFECT  OF  THE  PROPOSED  LEGISLATION 

The  proposed  legislation  establishes  a  plan  to  eliminate  the  Unfunded  Liability 
left  to  the  District  of  Columbia  by  the  Federal  Government,  This  presently 
totals  approximately  5  Billion  Dollars  and  would  be  eliminated  over  a  40  year 
period,  concluding  in  FY-2035  provided  all  actuarial  assumptions  prove  to  be 
accurate.  The  legislation  provides  for: 

•  The  Federal  Payments  to  the  Funds  to  be  extended  until  the  year  2035, 
an  additional  31  years  past  the  sunset  provision  of  the  current  law  which 
terminates  Federal  payments  to  the  funds  in  the  year  2004.  The  FOP- 
MPD  L/C  supports  this  change  and  believes  it  is  fair  and  equitable  to  all 
parties  involved. 

•  An  increase  in  the  Federal  Payment  to  the  Funds  of  5%  annually 
beginning  in  FY-96.  This  "Escalator"  of  5%  would  ensure  that  the 
Federal  Payment  grows  steadily  and  is  consistent  with  the  other 
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actuarial  valuations  made  concerning  inflation  and  pay  raises  which  are 
also  projected  to  increase  at  a  rate  of  5%  annually.  The  FOP-MPD  L/C 
supports  this  change  since  it  ensures  that  the  Federal  Payments  will  keep 
pace  with  inflation  and  hopefully,  eliminate  the  need  to  discuss  the 
problem  of  funding  an  unfunded  liability  in  future  years. 

•  An  increase  of  1%  to  the  current  employee  withholding  rate  for  Police 
Officers,  Firefighters,  Teachers  and  Judges.  The  result  of  this  change  is 
to  reduce  the  pay  of  the  affected  employees  by  1%  per  year. 

•  Reduce  the  Annual  Cost-of-Living-Adjustments  (COLAS)  from  two 
semi-annually  to  one  annually.  The  effect  of  this  change  is  to  slightly 
improve  funding  for  the  retirement  system  since  the  employees  would 
loose  the  compounding  effect  of  receiving  two  COLAS  compared  to  one. 
The  FOP-MPD  L/C  agrees  with  this  change. 

•  Convert  Police  Officers  and  Firefighters  who  retired  prior  to  1980  to 
annual  COLAS  based  on  the  Consumer  Price  Index  (CPI)  rather  than 
receiving  increases  in  their  retirement  equivalent  to  the  raises  negotiated 
by  the  active  employees  through  the  collective  bargaining  process.  The 
FOP-MPD  L/C  is  in  favor  of  this  change  since  it  brings  consistency  to 
the  system  and  provides  this  group  of  retirees  with  a  hedge  against 
inflation  they  presently  do  not  have. 
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The  District  Companion  Legislation  (Act  10-239)  provides 
for: 


•  The  District  to  adopt  the  "Entry  Aee  Normal"  funding  method  and 
discontinue  the  use  of  the  present  "Net-Pay-As-You-Go  "  funding  method. 
This  change  would  allow  the  District  to  stabilize  payments  to  the  funds  as 
a  level  percentage  of  payroll  and  is  the  method  most  often  utilized  by 
other  public  funds.  The  FOP-MPD  L/C  favors  this  change  since  it 
improves  the  ability  of  the  city  to  plan  for  and  more  accurately  forecast 
payments  to  the  funds  in  the  future. 

•  Benefit  Changes  to  be  amortized  as  a  level  percentage  of  payroll  over  25 
years.  The  FOP-MPD  L/C  agrees  with  this  change  since  it  is  a  generally 
accepted  method  of  funding  benefit  changes. 

•  Actuarial  gains,  losses  and  assumption  changes  be  amortized  as  a  level 
percentage  of  payroll  over  15  years.  The  FOP-MPD  L/C  agrees  with 
this  change  since  it  is  a  generally  accepted  method  of  reconciling  these 
actuarial  gains,  losses  and  changes  in  assumptions  which  inevitably  occur 
over  extended  periods  of  time  during  the  life  of  a  retirement  system. 

•  The  annual  District  contribution  not  to  fall  below  $295.5  million.  This 
change  is  insignificant.  The  forecast  by  the  D.  C.  Retirement  Board's 
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Actuary,  Milliman  and  Robertson,  Inc.,  as  reflected  in  Table  V  of  their 
report  entitled:  "Actuarial  Analysis  of  the  Proposed  Legislation  to 
Eliminate  the  Unfunded  Actuarial  Liability"  indicates  under  the  heading 
BILL  10-515  that  the  payment  for  FY-95  is  $297.2  million.  This  number 
will  be  part  of  the  District  FY-95  budget  and  has  already  been  certified. 
The  payments  for  FY-96,  FY-97,  and  FY-98  are  all  forecast  by  Milliman 
and  Robertson  to  be  S295.5  million  which  is  approximately  S12  million 
less  than  the  payment  for  FY-94,  (the  current  fiscal  year)  and  $1.7 
million  less  than  the  payment  already  certified  for  FY-95.  This  is  clearly 
a  savings  for  the  District  and  no  concession  on  their  part. 

KEY  CONSIDERATIONS 

1.  The  increased  Federal  Contribution  is  a  key  factor  in  any  plan  to 
address  the  unfunded  liability.  Without  a  large  infusion  of  cash  which  only  the 
Federal  Government  can  supply,  the  unfunded  liability  will  continue  to  grow. 
According  to  a  General  Accounting  Office  Report  entitled,  "District's 
Pensions,  Billions  of  Dollars  in  Liability  Not  Funded"  published  in  November 
1992,  over  75%  of  the  current  $5  Billion  unfunded  liability  has  resulted  from 
the  growth  of  interest  on  the  original  $2  billion  unfunded  liability  inherited  by 
the  District  when  it  assumed  control  of  the  funds  in  1979.  Less  than  2%  or 
$100  million,  is  the  result  of  benefit  changes.  In  fact  benefits  have  actually 
been  reduced  for  all  employees  hired  after  1980! 

2.  As  stated  previously,  the  participants  and  beneficiaries  of  the  funds  lack 
confidence  in  the  District's  will  to  properly  fund  their  retirement  system  and 
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make  the  necessary  payments  in  a  timely  manner.  These  events  have  been  well 
chronicled  in  the  Washington  Post,  during  oversight  hearings  before  the  City 
Council,  in  D.  C,  Superior  Court,  and  within  the  halls  of  Congress.  This  lack 
of  confidence  has  contributed  to  poor  morale  among  the  rank  and  file  of  the 
Metropolitan  Police  Department  and  tarnished  the  District's  image  with  the 
public. 

3.        Legislation  sponsored  by  City  Council  Chairman  Dave  Clark  is  pending 
in  the  City  Council  which  would  place  all  future  employees  beginning  in  FY-96 
into  the  same  general  retirement  system  as  city  employees  hired  after  1987. 
Should  this  legislation  pass,  it  will  have  a  devastating  impact  on  the  ability  of 
the  Metropolitan  Police  Department  to  recruit  and  retain  qualified  employees 
to  carry  this  department  into  the  21st  century.  The  men  and  women  of  the 
Metropolitan  Police  Department  are  already  among  the  lowest  paid,  poorest 
equipped,  and  hardest  worked  police  officers  in  this  region.  Providing  an 
inferior  retirement  system  for  public  safety  employees  will  result  in  our  best 
and  brightest  members  leaving  for  better  jobs  elsewhere  in  the  region  and 
continue  to  hasten  the  exodus  of  businesses  and  the  middle  class  from  our 
beleaguered  city.  I  cannot  state  strongly  enough  our  opposition  to  any  further 
reduction  in  our  retirement  benefits. 

Mr.  Chairman,  in  closing  let  me  state  that  the  men  and  women  of  the 
Metropolitan  Police  Department  enter  into  harms  way  on  a  routine  basis  to 
protect  and  serve  the  citizens  of  our  city.  We  ask  that  you  and  your 
distinguished  committee  take  this  into  consideration.  I  am  confident  that  this 
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will  be  done. 

Mr.  Chairman,  and  members  of  the  committee,  we  would  be  pleased  to  answer 
any  questions  you  have.  If  possible,  due  to  the  short  time  we  have  had  to 
prepare  our  testimony,  we  would  like  to  submit  additional  information  for  the 
record  at  a  later  date.  We  believe  this  additional  information  would  be  of 
value  to  the  committee  during  your  deliberation  on  this  complex  issue.  Thank 
you. 
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Ms.  Norton.  Thank  you  very  much,  Mr.  Stamps.  Any  further  in- 
formation that  you  or  Mr.  Tippett  would  like  to  submit  we  would 
be  glad  to  receive,  if  it  is  within  the  allocated  time. 

Employee  Groups  Have  Been  Responsible 

Let  me  indicate  I  believe  the  unions  and  employee  organizations, 
retiree  organizations,  have  faced  a  very,  very  tough  and  almost  un- 
precedented challenge,  and  have  been  most  responsible  in  trying  to 
come  to  grips  with  it,  particularly  since  these  benefits  were  not 
bargained  for  in  this  pension  plan,  but  were  the  unilateral  action 
of  the  Congress  of  the  United  States,  which  then  proceeded  to 
dump  it  on  the  city,  to  sink  or  swim.  The  city,  very  frankly,  is  hard- 
ly swimming,  as  I  don't  need  to  tell  you. 

Mr.  Tippett  indicated,  and  I  think  he  is  right,  that  there  had 
been  no  discussion  of  a  new  retirement  system  for  new  employees 
during  the  long  period  in  which  the  employee  organizations  and 
others  sat  with  all  concerned.  I  believe  you  are  right  in  that. 

Action  Must  Begin  on  New  Employee  Plan 

I  think  it  should  be  noted  that  everyone  has  been  in  good  faith 
here.  The  matter  of  new  employees  has  arisen  here  in  the  Congress 
for  the  first  time.  I  believe  it  fair  to  say  it  would  be  difficult  to 
move  this  bill  in  the  Congress  if  no  action  were  at  least  begun  on 
new  employees. 

The  reason  for  that  may  have  something  to  do  with  the  history 
of  the  Congress  itself,  and  that  is  that  the  Congress  itself,  when 
it  reached  a  situation  somewhat  like  the  District's,  albeit  less  seri- 
ous, did  create  a  new  system  for  new  employees. 

So  that  this  committee,  as  it  moves  to  the  House  Floor,  is  con- 
fronted with  a  Congress  who  has  seen  that  distinction  made,  and 
is  confronted  as  well  with  what  happens  with  unfunded  pension  li- 
ability if  new  employees  are  simply  piled  on  top  of  people  already 
in  the  system.  People  already  in  the  system,  it  seems  to  me,  have 
very  strong  equities,  a  very  strong  case  that  something  is  happen- 
ing that  they  had  no  reason  to  anticipate.  For  new  employees,  peo- 
ple who  you  do  not  yet  represent,  there  can  be  no  anticipation  of 
benefits. 

I  would  simply  like  to  ask  you  what  you  would  do  if  you  were 
in  my  place  and  faced  with  a  Congress  that  is  now  in  the  midst 
of  the  most  serious  deficit  reduction  program  in  its  history,  with  a 
precedent  it  itself  used  to  separate  new  employees,  when  the  Con- 
gress then  says,  Why  should  we  pile  new  employees  on  top  of  the 
unfunded  pension  liability  that  is  already  there?  I  would  just  like 
it  hear  your  response  to  that. 

Mr.  Tippett.  I  guess  there  are  two  points  I  would  like  to  make. 
On  the  changes  for  new  employees  that  the  Congress  imposed  for 
those  hired  after  1987,  I  think  in  effect  we  were  ahead  of  the  curve. 
We  made  those  changes  for  employees  hired  after  1980.  We  have 
a  two-tiered  system.  And  I  must  say  a  much  reduced  system  for 
those  employees  hired  after  1980. 

Current  employees  hired  before  1980,  such  as  myself  and  Ray, 
can  retire  after  20  years'  service  with  no  age  restriction.  Those  new 
employees  have  a  25-year  mandate  and  an  age  50  restriction — a 
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major,  major  change.  Many  local  jurisdictions,  in  fact,  are  going  the 
other  way  to  attract  public  safety  employees.  Prince  Greorges  Coun- 
ty is  at  60  percent  for  20-year  employees  now. 

So 

Ms.  Norton.  I  am  sorry.  Prince  Greorges  County  is  at- 


Mr.  TiPPETT.  For  firefighters,  20  years  at  60  percent.  Within  the 
last  two  years,  they  have  improved  retirement  benefits. 

So  I  think  we  made  our  changes  prior  to  the  wholesale  changes 
made  for  government  employees  after  1987.  We  made  them  effec- 
tive in  1980.  We  have  a  large  number  of  employees  now  that  come 
under  that  new  system. 

In  addition,  I  think  the  legislative  history  of  P.L.  96-122  will 
show  that  the  changes  that  all  the  parties  agreed  to,  similar  to 
where  we  are  today,  were  in  good  faith,  and  in  anticipation  of  not 
having  to  come  back  and  address  those  changes.  There  were  some 
abuses  in  the  disability  system  as  discussed  earlier  by  GAO,  and 
there  was  a  recognition  of  that.  We  had  to  tighten  it  up.  Those 
things  were  done. 

I  think  what  we  are  exi>eriencing  now.  Madam  Chair,  we  are  see- 
ing people  going  out  under  this  new  disability  system,  several  on 
April  22,  some  of  the  first  people  to  go  out  under  the  new  system, 
and  it  is  devastating.  They  have  debilitating  injuries,  but  they  are 
now  defined  as  a  percentage  of  disability  by  a  board.  And  some  of 
those  disabilities  have  been  defined  basically  as  42,  41  percent  of 
their  salary  for  someone  who  can't  go  outside  and  earn  outside  in- 
come because  of  the  restrictions  on  outside  income. 

So  now  we  are  seeing  the  results  of  that.  It  is  really  going  to  be 
very  devastating  for  those  employees  hired  after  1980  who  are  le- 
gitimately disabled,  on-the-job  injury. 

A  Third  System  Would  Be  Unfair 

Now  to  contemplate  a  third  system  I  think  would  be  unfair  to  fu- 
ture employees,  because  it  isn't  simply  a  matter  of,  they  are  not  on 
board,  they  will  know  what  they  are  getting  into  when  they  come 
on  board  if  you  give  them  a  third  system  to  make  a  decision  about. 
It  causes  great  problems  for  the  work  force  when  you  have  different 
levels  of  benefits  for  employees.  From  a  selfish  standpoint,  I  guess, 
from  a  labor  perspective,  it  is  very  devastating.  It  is  almost  an 
anti-labor  move  when  you  have  different  levels  of  benefits  for  dif- 
ferent employees,  because  it  creates  tremendous  turmoil  in  the 
work  force. 

Again,  it  is  an  issue  that  we  thought  in  good  faith  we  had  ad- 
dressed back  in  the  1970s  with  going  to  a  two-tiered  system. 

Ms.  Norton.  Were  there  similar  changes  for  the  police? 

Mr.  Tippett.  Absolutely.  It  is  the  exact  same  system,  yes,  ma'am. 

Public  Safety  Employees 

Mr.  Pfeifer.  Madam  Chairwoman,  if  I  may,  if  we  look  back  in 
history  like  Tom  has  alluded  to  previously,  when  this  retirement 
system  for  the  20-year  people  was  formed,  it  was  basically  pat- 
terned after  a  military  retirement  in  that  there  was  an  acknowl- 
edgment that  public  safety  people,  police  and  fire,  had  shorter, 
more  intense  careers.  It  was  in  the  best  interest  of  the  public  they 
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serve  to  be  retired  sooner  than  other  government  employees  as  a 
whole. 

I  think  part  of  the  confusion  here  today  is  that  perhaps  we  are 
lumping  in  public  safety  people  with  other  civil  service  retirees 
whose  careers  tend  to  be  longer  and  who  could  work  longer  at  the 
respective  jobs  that  they  do  and  that  they  do  very  well. 

So  to  compare  what  public  safety  does  for  this  city  is  to  compare 
primarily  what  the  military  does  for  the  Federal  Grovemment  in 
that  when  people  from  the  military  get  to  a  certain  age,  they  retire, 
and  they  move  on  to  another  career.  That  has  been  the  tradition 
in  public  safety  up  to  this  point.  In  fact,  the  second-tier  of  this  sys- 
tem, the  25-year  people  who  have  to  work  to  age  50,  also  take  a 
less  generous  benefit,  a  reduction  of  2.5  percent  in  comparison  with 
myself  or  Jay  Stamps  who  sit  at  this  table,  who  receive  65  percent 
after  the  same  25  years.  So  they  have  already  taken  a  reduction 
in  benefit  effective  in  1980. 

I  think  it  would  be  very  unfair  to  lump  future  hires  into  the 
same  system  as  the  government  employees  who  are  presently  hired 
after  1987,  because  their  job  descriptions  are  different,  and  tradi- 
tion and  past  practice  indicates  otherwise. 

Ms.  Norton.  As  I  understood  Chairman  Clarke's  testimony,  he 
was  keenly  aware  that  any  fusion  of  police  and  fire  into  the  present 
system  would  have  to  take  account  of  precisely  the  differences  you 
speak  of  So  I  expect  that  he  is  aware  of  that.  In  any  case,  there 
are  no  specifics  yet.  I  take  it  that  all  of  you  will  have  an  oppor- 
tunity to  testify  so  that  you  will  have  some  input  into  what  finally 
does  come  out. 

With  respect  to  Mr.  Tippett's  point  about  the  disadvantages,  I 
cannot  say  that  those  are  not  the  case.  I  do  believe  that  as  we  have 
seen  with  teachers  in  the  District  of  Columbia,  where  we  have  dif- 
ferent pay,  even  though  we  have  the  toughest  school  system,  we 
have  difficulty  recruiting  teachers  as  compared  with  the  suburban 
counties.  I  have  no  doubt  that  will  have  an  effect  on  recruitment. 

As  to  what  you  say  about  two  work  forces  working  side  by  side 
with  different  benefits  or  pay,  it  may  be  anti-labor,  but  business 
was  frankly  anti-management  in  the  1980s,  because  several  at- 
tempted give-backs  of  a  kind  that  separated  out  the  work  force  on 
just  the  basis  you  say,  and  they  quickly  threw  those  overboard  and 
went  back  to  the  old  system. 

But  what  is  being  contemplated  here  is  not  that,  but  retirement 
payments,  and  what  the  Federal  Government  will  look  at  in  its 
own  experience.  I  can't,  for  example,  get  in  the  same  plan  that 
some  Members  of  the  House  are  in  simply  because  of  when  I  was 
elected  to  Congress.  Most  of  my  staff  can't  get  that  plan.  That  plan 
is  luxurious  compared  to  the  plan  we  are  in.  The  difference  in  these 
pension  plans  has  not  caused  the  kind  of  enmity  in  the  groups 
working  side  by  side  in  the  Federal  Government.  I  think  part  of 
that  may  be  because  the  pay  itself  is  not  where  the  differences  are 
seen,  but  it  is  in  retirement  benefits. 

Choices  Facing  Congress 

So  again,  I  am  simply  trying  to  explain  to  you  what  I  will 
confront,  which  is  this  experience  laid  out,  as  you  say,  since  1987, 


132 

that  the  Federal  Government  has  had.  My  own  bill,  of  course,  does 
not  cover  this. 

The  city  council,  on  the  basis  of  home  rule,  would  have  to  put  in 
what  it  believed  was  best  for  the  District  after  hearing  from  you, 
and  then  I  would  be  bound  to  follow  that.  But  the  District  has  to 
move  one  way  or  the  other  on  that  so  that  I  will  be  able  to  satisfy 
critics  in  the  House  who  complain  that  we  will  not  be  entirely  re- 
lieving the  present  unfunded  pension  liability  if  new  people  are 
treated  in  precisely  the  same  way. 

We  also  are  meeting  concerns  about  COLAs.  We  are  meeting  crit- 
icism here  that  we  leave  any  automatic  COLA  in  place.  Baltimore 
has  been  pointed  out  to  us,  where  there  are  no  COLAs.  Many 
unions  across  the  country  simply  bargain  for  increases.  That  is  the 
way  increases  are  done.  So  that  has  to  do  with  the  overall  economy, 
whereas  this  COLA  would  continue  to  be  automatic. 

I  am  Chair  of  a  Subcommittee  on  Compensation  and  Benefits  for 
Federal  employees.  The  President  recommended  $1.1  billion  for 
their  pay  raises.  The  fact  is  that  with  their  version  of  a  COLA, 
which  is  far  less  generous  than  the  automatic  cost-of-living  in- 
crease, with  their  version  of  a  COLA,  I  would  need  $2.7  billion.  I 
am  not  going  to  get  it.  So  they  are  not  going  to  get  their  statutory 
pay  raise.  They  are  just  not  going  to  get  it. 

Steny  Hoyer  and  I  are  now  in  the  midst  of — he  is  the  Chair  on 
the  appropriations  subcommittee  trving  to  give  some  greater  raise 
than  the  President's  budget  will  allow.  My  complaint  on  Federal 
employees  is  that  it  is  done  year  after  year  after  year.  It  is  not  that 
they  don't  get  their  pension  benefits;  they  don't  get  their  up-front 
statutory  pay  raise. 

Again,  I  am  laying  this  out  not  because  there  is  anvthing  you  can 
do  anything  about,  but  to  tell  you  something  about  the  atmosphere 
that  this  bill  comes  up  in  in  the  Congress  at  the  moment.  One  of 
the  things  that  we  will  be  told  is,  at  least  you  were  left  with  your 
COLA,  which  is  more  than  our  own  employees  have  in  effect  been 
left  with. 

Mr.  TiPPETT.  Madam  Chair,  if  I  may,  I  think  you  made  a  very 
perceptive  observation  earlier  today  when  you  noted  that  these 
changes  that  were  discussed  here  in  this  pension  legislation  deal 
with  employees  on  the  COLA  issue  who  are  already  retired,  a 
change  that  the  Federal  Grovemment  itself  has  never  imposed  on 
its  retirees. 

Reduction  of  COLAs 

The  COLAs  certainly  for  active  employees  are  a  different  issue. 
We  don't  deal  with  COLAs  for  active  employees.  We  bargain  at  the 
table.  In  fact  we  bargained  a  zero  percent  pay  raise  for  three  years 
in  a  row  for  the  past  three  years,  1990,  1991,  1992.  I  think  it  is 
a  major  break  to  have  active  and  employee  groups  agree  to  a  reduc- 
tion in  COLAs,  something  that  certainly  has  never  been  imposed 
on  Federal  retirees,  as  far  as  I  know. 

Ms.  Norton.  And  on  most  other  retirees.  You  bet  your  bottom 
dollar,  I  will  argue  as  strongly  as  I  can  on  the  House  Floor. 

Mr.  TiPPETT.  This  certainly  is  viewed  as  a  sacred  contract  be- 
tween employees  on  their  retirement  benefits.  That  is  one  of  the 
major  reasons  an  employee  takes  employment  in  a  government 
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agency  or  municipal  job,  is  the  benefit  package,  and  the  major  in- 
gredient is  the  retirement  package. 

For  an  employee  to  have  15,  18  years  on,  and  that  package  to 
be  changed,  obviously  it  is  probably  too  late  in  their  career  to  make 
a  move  to  another  jurisdiction.  They  feel  betrayed.  We  have  been 
very  careful  and  very  cognizant  of  that  fact  in  dealing  with  this 
issue,  of  going  back  to  the  retirees  and  letting  them  know  exactly 
what  the  real  world  was  like. 

The  District  is  facing  a  major,  major  financial  problem,  and  we 
have  all  got  to  kick  in  to  solve  it.  What  we  are  asking  the  retirees, 
they  are  going  to  have  to  give  up  this  twice-a-year  COLA,  and  the 
active  people  are  going  to  have  to  pay  more  into  the  system. 

We  will  almost  be  pa3dng  into  the  system  what  the  Federal  Grov- 
ernment  will  be  pa3dng  if  this  legislation  goes  through.  We  will  be 
close  to  matching  with  employees  what  the  Feds  are  putting  into 
the  system. 

New  Plan  for  New  Hires  Not  Discussed 

So  this  was  a  long,  drawn-out  process.  It  has  evolved  really  over 
many  years,  not  just  months,  to  get  where  we  are,  where  we  have 
all  the  parties  together.  We  would  hate  to  see  it  dislodged  or  side- 
tracked because  of  this  new  issue,  which  is  certainly  a  legitimate 
issue,  of  new  employees.  But  it  was  really  never  anything  that  was 
discussed  and  part  of  the  process  as  we  got  to  where  we  are.  It  was 
never  an  issue,  a  major  issue,  to  be  addressed.  We  think  we  can 
address  it  at  the  bargaining  table.  We  start  contract  negotiations 
this  January. 

The  city  is  serious  about  this.  We  think  that  is  probably  the  ap- 
propriate place  to  do  it,  during  the  collective  bargaining  process. 

Ms.  Norton.  It  certainly  would  be  best  place  to  do  it.  Of  course, 
we  want  this  bill  to  get  through  here  before  October  when  we  go 
out. 

Mr.  TiPPETT.  Absolutely. 

Ms.  Norton.  Your  point  about  the  unprecedented  nature  of  what 
workers  are  being  asked  to  sacrifice,  and  retirees  as  well,  is  why 
I  asked  the  GAO  to  tell  me  whether  or  not  they  can  find  anybody 
else  who  ever  did  that.  The  Congress  should  be  aware  and  will  be 
made  aware  of  the  absence  of  pay  raises,  zero  pay  raises  as  you 
say,  not  somewhat  less,  but  zero  pay  raises  for  some  years  running. 

We  also  meet  the  argument,  however,  that  while  your  members 
did  not  create  this  problem,  it  was  created  unilaterally  by  the  Con- 
gress. The  fact  is  they  have  been  the  beneficiaries,  however,  of  this 
very  generous  pension  plan,  more  generous  than,  if  you  look 
around  the  country,  you  will  find  most  other  places. 

When  you  leave  things  like  the  COLAs,  if  we  are  successful  in 
doing  so,  in  place,  that  means  that  new  employees,  of  course,  will 
have  access  to  that  as  well,  which  is  why  these  matters  are  raised. 

I  am  not  sure  that  I  have  a  sufficient  grasp  of  why  you  feel, 
would  appear  to  feel  as  strongly  about  new  employees  not  in  the 
work  force,  not  in  your  membership,  in  a  situation  where  they 
could — and  they  are  not  here  yet — seriously  impact  people  who  you 
now  do  represent,  because  the  fact  is  the  city  continues  to  pay. 

The  city's  payment  is  not  going  to  go  down.  Yet  the  city's  tax- 
payers are  leaving  at  an  alarming  rate.  So  that  the  more  you  press 
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to  have  new  employees  in  there,  the  more  it  seems  to  me  you  en- 
danger the  people  who  you  have  a  fiduciary  obligation  to  at  the  mo- 
ment. 

Mr.  TiPPETT.  I  think  that  is  a  very  important  point  going  back 
to  this  whole  process  of  this  becoming  an  issue  during  the  process, 
because  it  didn't.  Where  we  are  today,  Madam  Chair,  is  if  this  bill 
were  through  some  miracle  to  be  passed  tomorrow  and  the  Presi- 
dent sign  it,  the  unfunded  liability  for  the  District  of  Columbia  po- 
lice, fire,  teachers  and  judges  would  be  addressed,  and  in  2035  or 
2040  there  would  no  longer  be  an  unfunded  liability. 

It  is  predicated  on  all  new  employees  coming  under  the  new  post- 
1980  system.  That  is  what  we  were  working  with.  We  were  predi- 
cating the  unfunded  liability  on  all  new  employees  coming  under 
this  new  system.  There  was  no  magical  third  system  that  was 
going  to  increase  or  decrease  the  unfunded  liability. 

So  that  is  why  one  ties  into  the  other,  I  think,  the  fact  that,  you 
know,  we  were  looking  at  anticipating,  whether  it  is  the  5  percent 
pay  increase  that  is  built  into  the 

Ms.  Norton.  You  mean  inflationary  increase? 

Mr.  TiPPETT.  Right,  5  percent  inflation,  and  5  percent  in- 
crease  

Ms.  Norton.  That  assumes  the  District  is  stable  enough  to  keep 
paying  its  full  share.  You  know  somehow  the  Federal  Government 
will.  We  get  less  and  less  sure  about  the  District  government. 

Collective  Bargaining  for  New  Hires 

I  couldn't  agree  with  you  more  that  generally  matters  like  this 
are  best  left  to  collective  bargaining.  I  was  a  professor  of  labor  law 
when  I  taught  full  time  at  Greorgetown.  The  way  to  bring  people 
along  is  to  in  fact  include  them  in  the  decisionmaking. 

One  is  left  to  wonder,  though — and  I  leave  you  witn  this — wheth- 
er or  not  you  would  really  want  to  be  put  in  the  position  of  nego- 
tiating for  what  might  be  lesser  benefits  for  new  employees.  If  I 
thought  that  had  to  happen,  if  I  were  in  your  position,  I  don't  ask 
you  to  put  on  the  record  what  your  position  is,  but  if  I  were  in  your 
position,  and  I  knew  that  this  bill  could  not  get  through  the  House 
and  the  Senate  without  some  change  for  new  employees,  and  again, 
you  will  have  an  opportunity  to  talk  about  this  in  much  greater  de- 
tail in  the  city  council,  but  if  I  were  in  your  position  I  think  I  might 
want  to  go  back  to  the  new  employees  and  say,  I  didn't  do  it,  the 
devil  did  it. 

Mr.  TiPPETT.  I  understand.  It  certainly  would  be  politically  the 
easier  of  the  two  options.  But  let  me  say  that  I  am  not  totally  con- 
vinced that  the  premise  is  correct,  that  we  have  got  to  change  to 
a  new  system  to  get  it  through.  I  mean,  I  would  like  an  opportunity 
to  try  to  educate  some  Members. 

Ms.  Norton.  Fair  enough. 

Mr.  TiPPETT.  And  see  if  we  can't  legitimately  make  the  argument 
that  that  is  not  the  appropriate  issue  before  us  now,  and  this  isn't 
the  appropriate  arena. 

Let's  deal  with  what  we  have  been  trying  to  do  collectively  for 
many,  many  years,  and  that  is  address  the  unfunded  pension  liabil- 
ity facing  the  city.  If  the  council  and  the  mayor  in  their  wisdom  de- 
cide that  a  new  system  is  needed  for  the  future,  then  there  is  a 
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proper  avenue  for  that,  and  that  is  at  the  council,  the  mayor's  of- 
fice, through  their  office  of  collective  bargaining. 

I  certainly  hope  that  we  can  educate  some  Members  on  this 
issue,  and  maybe  it  won't  be  mandated  that  changes  come  before 
this  issue  is  addressed. 

Ms.  Norton.  That  is  fair  enough.  Your  point  is  well  taken,  that 
sitting  around  the  table  when  all  these  calculations  were  made, 
that  new  employees  were  indeed  concluded. 

Financial  Condition  of  District  Is  a  Concern 

What  I  think,  and  I  ask  you  to  consider  this  as  you  consider  your 
position,  what  has  changed  since  these  deliberations  went  on  for  so 
many  months  among  us,  is  the  financial  condition  of  the  District 
of  Columbia.  The  District  of  Columbia  has  been  in  hard  straits  for 
some  time.  But  you  will  recall  that  even  after  the  District  got  the 
$100  million  supplemental  and  the  40  percent  increase  in  the  Fed- 
eral Payment,  the  Congress  expected  tne  District  would  gradually 
go  up,  then.  It  recognized  it  was  in  some  difficulty. 

This  year  the  Congress  sees  what  looks  like  the  bottom  falling 
out  of  the  District,  at  least  it  is  going  down.  Mr.  Stamp's  testimony 
showed  the  despair  that  our  employees  felt  when  they  heard  there 
was  an  attempt  to  borrow  from  the  pension  fund,  and  the  pension 
fund  had  to  sue.  Nobody  sitting  in  your  position  could  have  had 
anything  but  an  extreme  case  of  anxiety. 

I  don't  even  think  about  my  pension,  and  I  am  in  the  pension  for 
teachers,  for  professors,  and  of  course  I  am  in  the  Federal  pension. 
I  don't  even  think  about  it.  It  is  never  on  my  mind.  I  must  say  that 
if  what  happened  this  year  in  the  District  budget  had  happened  in 
the  Federal  budget  or  some  corollary,  it  would  have  shaken  me  to 
my  core.  Mr.  Stamps  testified  they  lost  their  confidence,  indeed,  in 
the  system. 

Mr.  TiPPETT.  Many  did.  Madam  Chair.  The  number  of  phone 
calls  generated  and  the  horror  stories.  It  really  sinks  in,  the  re- 
sponsibility that  we  have,  when  you  are  getting  calls  from  these  re- 
tirees, and  in  many  cases  from  their  widows,  "Am  I  going  to  get 
my  check  next  month?"  Those  kinds  of  calls.  All  they  hear  are  the 
initial  reports,  the  mayor  is  not  making  the  payments  to  the  pen- 
sion system.  They  are  afraid  to  death,  quite  frankly,  that  they  are 
not  going  to  see  a  check  next  month. 

It  generates  a  lot  of  anxiety  when  the  executive  takes  these 
kinds  of  actions.  It  is  veiy  serious  when  you  are  dealing  with  retir- 
ees who  have  no  place  else  to  go.  They  certainly  can't  go  out  and 
get  another  job  at  this  age,  at  this  point  in  their  lives.  It  is  all  the 
more  reason  when  we  discuss  these  issues  with  the  retirees — and 
this  COLA  is  a  big  one  with  them — that  we  have  got  to  get  this 
system  on  a  sound  financial  footing.  This  is  what  it  is  going  to 
take.  This  is  what  it  is  going  to  take. 

They  have  been  very  responsive,  and  they  trust  the  groups  to  do 
what  is  right.  I  think  we  are  there.  I  think  now  we  have  the  vehi- 
cle. We  have  got  the  legislation.  I  really  did  not  believe  we  would 
ever  see  the  day,  quite  frankly,  when  we  could  put  all  the  parties 
together  and  get  this  done.  We  have  got  it. 

We  hope  that  with  your  leadership  up  here  we  can  get  it 
through. 
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Quality  of  New  Employees 

Mr.  Pfeifer.  Madam  Chair,  if  I  may,  going  back  to  one  of  your 
previous  questions  about  why  people  currently  on  the  job  are  very 
concerned  about  the  kind  of  people  who  are  going  to  come  on  the 
job  in  the  future,  future  hirees.  The  20-year  people  who  were  hired 
basically  between  the  years  of  1968  and  1974  will  be  gone  very 
shortly. 

There  are  over  a  thousand  people,  over  1,100  people  who  will  be 
eligible  to  leave  the  police  department  within  the  next  year.  Those 
people  we  assume  will  be  replaced.  They  will  be  replaced  with  new 
employees. 

The  employees  who  have  been  hired  since  1980,  if  they  were 
hired  in  1980,  would  still  have  a  minimum  of  10  years  to  go  in 
their  careers.  Most  who  have  been  hired  when  we  had  a  big  hiring 
spike  between  1988  and  1991  have  many  more  years  to  go.  They 
are  concerned  about  the  caliber  of  individuals  that  are  going  to  be 
serving  side  by  side  with  them  during  the  remaining  half  or  more 
of  their  careers. 

I  think  that  is  a  big  concern  to  the  city,  because  the  competitors 
that  the  city  has  to  compete  with  are  the  surrounding  jurisdictions. 
To  the  extent  that  the  surrounding  jurisdictions  pay  more  in  sal- 
ary, have  better  benefits,  and  better  working  conditions,  they  are 
going  to  out-recruit  the  city  in  retaining  the  kind  of  employees  that 
I  believe  the  city  wants. 

So  you  may  be  able  to  save  money  on  the  one  hand  but  you  are 
going  to  be  left  with  what  may  not  be  a  good  deal  for  the  city,  be- 
cause what  we  provide  is  service,  and  if  we  don't  provide  good  serv- 
ice, then  the  citizens  are  not  better  off  for  that. 

COLA  Reduction 

If  I  could  just  touch  on  the  COLAs  for  one  moment.  Madam 
Chair.  The  impact  of  a  COLA  reduction  which  was  talked  about  in 
the  pension  working  group  that  I  sat  in  on  virtually  every  meeting, 
would  be  if  a  person  came  on  the  job  at  age  25,  this  is  under  the 
25-year  retirement  plan,  worked  until  age  50,  did  their  25  years, 
pulled  the  pin,  retired  from  the  police  department  at  age  50,  at 
62.5  percent  of  their  salary,  and  lived  to  be  age  75,  another  25 
years,  which  according  to  actuarial  charts  is  not  unreasonable.  In 
fact,  the  average  life  expectancy  for  a  male  in  this  country  I  believe 
is  approaching  77  or  78  years;  women  tend  to  live  longer.  A  1  per- 
cent COLA  reduction,  that  is,  a  CPI  minus  1  percent,  would  mean 
to  that  individual  that  age  75  when  they  are  no  longer  able  to 
work,  when  their  Social  Security  is  probably  going  to  be  means 
tested  and  probably  reduced,  they  would  have  25  percent  less  buy- 
ing power  than  they  had  the  day  they  left  the  job  when  they  were 
still  able  to  work. 

I  think  that  is  very  significant  to  note.  I  think  it  is  a  way  to  put 
elderly  people  in  a  bad  situation  they  probably  don't  want  to  be  in. 
Just  to  underscore  one  thing  that  has  been  said  previously,  the 
people  who  raised  their  hand  and  came  on  this  job  whatever  many 
number  of  years  ago  agreed  they  would  provide  the  service  and  in 
turn  they  would  receive  the  benefits. 
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To  coin  a  phrase,  *Tou  can  pay  me  now  or  you  can  pay  me  later." 
When  most  people  put  their  hand  up  on  this  job,  they  knew  they 
would  be  paid  later  for  some  of  the  service  they  provide  today.  I 
think  it  is  incumbent  upon  the  city  and  in  fact  the  Congress  to 
make  sure  that  these  people  are  given  what  they  expected  to  get 
and  what  they  are  entitled  to. 

Demands  on  Public  Safety  Personnel 

Mr.  Stamps.  Madam  Chair,  I  think  the  District  of  Columbia  and 
the  Federal  Government  have  forgotten  what  the  public  employees 
do  out  there — public  safety,  I  should  say.  Our  police  officers  are 
asked  each  day  to  take  the  city  back.  Now  our  police  officers  are 
asked  to  be  superhumans.  When  I  say  superhumans,  they  are 
asked  to  move  into  the  projects  with  the  same  element  that  they 
enforce  day  in  and  day  out.  I  know  it  is  something  they  do  on  a 
volunteer  basis.  But  the  department  or  the  city  should  look  at  it 
very  closely.  They  are  putting  these  people  in  these  particular 
areas,  and  it  is  very  stressful.  They  want  these  people  to  work  until 
they  are  50  years  old.  The  people  that  are  out  there  in  these  par- 
ticular projects  are  not  50.  They  are  not  even  20  now.  They  are  age 
12  through  22  or  whatever  age  you  want  to  give  it.  But  a  youthful 
age.  Much  younger  than  the  average  officer,  to  ask  to  go  in  there 
and  police  these  projects. 

So  therefore  I  would  make  a  request  to  review  the  pension  plan. 
I  do  not  feel  the  officers  should  not  work  under  the  auspices  of 
staying  25  years  plus  the  age  limit.  I  don't  think  they  need  that. 
The  age  limit  needs  to  be  reduced — taken  away,  I  should  say.  Pe- 
riod. If  they  do  25  years,  I  understand  that  budget  restraints  and 
all,  but  if  they  do  25  years,  fine.  Let's  forget  about  the  age  limit. 
These  officers  need  a  break.  They  need  some  type  of  morale  build- 
er. I  think  this  will  be  some  type  of  incentive  for  them. 

Ms.  Norton.  The  matter  Mr.  Stamps  just  raised  is  a  matter  es- 
sentially bargainable,  and  I  know  and  I  understand  as  a  District 
resident  how  you  all  feel.  What  you  all  face  out  here  is  unheard 
of. 

On  recruitment,  the  recruitment  problems  are  here  now,  will  be 
real.  But  the  city  did  learn  from  the  last  experience  and  will  never 
again,  even  if  it  has  to  take  longer  than  it  should,  go  out  and  re- 
cruit willy-nilly.  So  if  it  has  recruitment  problems,  it  is  going  to 
have  to  do  it  better  and  slower  than  it  has  ever  done  it  before. 

Financial  Conditions  of  District 

What  I  really  want  to  leave  you  with  is  the  metaphor  of  the 
Golden  Goose.  The  only  thing  that  has  really  changed  here  in  a 
way  that  can  affect  this  package  is  the  financial  condition  of  the 
District  of  Columbia.  Your  duties  have  become  more  hazardous, 
firefighters  and  police,  in  the  worst  way,  as  the  city  has  deterio- 
rated. There  is  no  question  about  that. 

But  the  mayor  never  would  have  attempted  to  borrow  from  the 
pension  fund,  if  she  was  in  her  right  mind,  unless  she  really  felt 
she  had  no  place  else  to  go.  That  was  such  a  desperate  move  that 
it  shocked  everybody.  At  the  same  time,  you  see  what  the  council 
did.  In  terms  of  restoring  your  confidence,  Mr.  Stamps,  I  suppose 
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we  are  all  fortunate  that  there  are  more  than  one  branch  of  govern- 
ment, because  you  have  to  go  through  several  screens  here,  and 
they  found  another  way  to  do  it. 

But  yet  we  are  brought  back — but  now  the  city  has  to  pay,  and 
the  mayor  testified,  when  asked  whether  or  not — when  Mr. 
Ballenger  asked.  Will  you  be  able  to  pay  medicaid  now  that  you  are 
going  to  have  to  pay  this,  she  essentially  testified  it  took  her  back 
to  her  borrowing  posture. 

Of  course,  her  borrowing  posture,  which  would  have  left  the  Dis- 
trict paying  more  in  taxes  and  taking  more  risks  to  pay  back  the 
money,  her  borrowing  posture,  to  put  all  of  us  again  in  a  state  of 
anxiety,  that  is  to  say,  she  is  going  to  pay  the  pension  fund,  and 
she  testified  here  she  is  not  going  to  be  behind  in  medicaid,  and 
she  is  going  to  continue  to  pay  what  she  has  to  pay  for. 

All  I  have  to  say  to  her  is,  Grood  luck,  because  I  don't  think  she 
is  a  magician,  and  I  think  she  is  going  to  do  the  very  best  she  can, 
and  that  Chairman  Clarke  is  going  to  do  the  best  he  can. 

What  may  have  changed  since  our  negotiation — and  I  remain 
open  in  light  of  your  testimony  you  have  yet  to  give  before  the 
council — but  what  may  have  changed  most  is  the  financial  condi- 
tion of  the  District  of  Columbia.  If  it  has  changed  structurally  since 
our  discussions,  then  I  think  we  perhaps,  all  of  us,  need  to  think 
about  whether  or  not,  if  we  simply  go  on  what  is  on  paper  here, 
it  will  just  happen,  because  thus  far  in  terms  of  the  District's  fi- 
nzmces,  I  do  not  see  what  we  expected  to  happen  this  year  happen- 
ing even  on  the  short  term. 

You  have  an  obligation  to  make  sure  that  whatever  piece  of 
paper  we  sign  does  not  leave  one  actor  short  of  fulfilling  its  obliga- 
tion, and  that  is  the  District  government. 

Let  me  finally  say  how  much  I  appreciate  first  the  extraordinary 
good  faith  and  utter  responsibility  with  which  you  went  into  all  of 
these  discussions  and  participated  all  this  time.  I  know  you  rep- 
resent people  just  like  I  represent  people.  And  they  expect  you  to 
save  every  living  cent  for  them  and  then  get  them  something  on 
top  of  that.  So  I  have  the  utmost  respect  for  you. 

I  will  say  to  you  I  will  do  my  level  best  over  here  to  try  to  con- 
vince my  colleagues  that  they  should  finally  begin  to  do  their  share 
and  take  on  their  share  of  this  problem. 

Thank  you  very  much. 

[Whereupon,  at  11:35  a.m.,  the  subcommittee  was  adjourned.] 
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Mission  Statement 


Congresswoman  Eleanor  Holmes  Norton  established  a  task  force  (the  "Task  Force")  to  review 
the  structure,  operations,  and  management  policies  and  practices  of  the  District  of  Columbia 
Retirement  Board  (the  "DCRB"  or  "Board").  The  Task  Force  would  review  issues  such  as 
fiduciary  obligations,  legal  structure,  investment  policies,  staff  functions,  and  general  rules  of 
conduct.  The  Task  Force  would  report  its  findings  to  Congresswoman  Norton  and  the  Board, 
and,  if  needed,  would  offer  recommendations  that  the  Board  could  implement  or  Congresswoman 
Norton  could  use  in  her  work  with  Congress  to  ensure  the  long-term  solvency  of  the  funds 
administered  by  the  Board  and  to  stabilize  the  future  burden  on  the  District  of  Columbia's 
budget. 

Accordingly,  this  report: 

identifies  possible  enhancements  to  current  management  policies  and  practices 
relating  to  the  Board's  discharge  of  its  obligations;  and 

offers  specific  proposals  to  modernize  the  statutory  structure,  including  staff 
functions,  of  the  Board  to  enable  the  Board  to  adopt  the  most  prudent  practices 
in  the  industry. 


n.        Review  Process 


The  Task  Force's  review  of  the  DCRB  included  face-to-face  interviews,  document  review, 
consultation  with  experts  and  monitoring  of  legislative  developments  and  media  coverage. 

The  Task  Force  conducted  numerous  face-to-face,  personal  interviews  with  key  people  associated 
with  the  DCRB  including: 

•  James  A.  Tydings,  present  Chairman,  DCRB 

•  Jeanna  CuUins,  Executive  Director,  DCRB 

•  Sheila  Morgan-Johnson,  Chief  Financial  Officer,  DCRB 

•  Ray  Vicks  and  Walter  Charles,  auditors  for  the  DCRB,  with  the  firm  of  Mitchell 
Titus  &  Co. ,  certified  public  accountants  and  consultants 

•  Gene  Kalwarski,  John  Colberg,  and  Andy  Zuckerman,  actuaries  for  the  DCRB, 
with  the  firm  of  MUliman  &  Robertson,  Inc. 

•  Mildred  Allstrom  and  Mark  Kline,  general  investment  consultants  to  the  DCRB, 
with  the  firm  of  Callan  &  Associates 

Task  Force  Chairman  Franklin  D.  Raines  and  Congresswoman  Norton  also  met  with  members 
of  the  DCRB. 
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The  Task  Force  reviewed  a  voluminous  set  of  documents  provided  by  the  DCRB  staff  and  other 
sources,  as  well  as  numerous  other  sources  of  information  pertaining  to  the  DCRB  and  public 
pension  funds  in  general.    These  materials  included: 


FY   1994   Testimony   of  the  D.C.    Retirement  Board   before  the  House  of 

Representatives  Subcommittee  on  District  of  Columbia  Appropriations 
Senate  Bill  No.  78,  General  Assenibly  of  Virginia,  1994  Session 
Pension  Liability  Funding  Reform  Act  of  1994,  Statement  by  the  Honorable 

Eleanor    Holmes    Norton,    Tuesday,    January    25,    1994,       United    States 

Congressional  Record  at  E19-E22 
D.C.  Retirement  Board  FY  1993  Annual  Financial  Report 
D.C.  Pension  Benefits:  Comparison  With  Selected  State  and  Local  Government 

Pension  Plans  (U.S.  General  Accounting  Office,  November  1993) 
The  TEXPERS  Code  of  Ethics:  A  Model  for  Texas  Public  Employees  Retirement 

Systems  (June  16,  1993) 
District's  Workforce:   Annual  Report  Required  by  the  District  of  Columbia 

Retirement  Reform  Act  (U.S.  General  Accounting  Office,  March  1993) 
D.C.  Retirement  Board  FY  1992  Annual  Financial  Report 
Asset  Allocation  Study  prepared  for  D.C.   Retirement  Board  by   Callan  & 

Associates,  Inc.  (adopted  November  24,  1992) 
District's  Pensions:  Billions  of  Dollars  in  Liability  Not  Funded  (U.S.  General 

Accounting  Office,  November  1992) 
1992    Management    Letter    from    Mitchell    Tims    &    Co.,    Certified    Public 

Accountants  and  Consultants  (September  30,  1992) 
The  District  of  Columbia  Retirement  Board  Judicial  Appointment  Act  of  1992, 

Tide  IV  of  the  Omnibus  Budget  Support  Act  of  1992,  D.C.  Law  9-201 
The  Public  Funds  Investment  Policy  in  Financial  Institutions  and  Companies 

Making  Loans  to  or  Doing  Business  with  Northern  Ireland  Amendment  Act  of 

1992,  D.C.  Law  9-185  (codified  at  D.C.  Code  Ann.  sec.  l-721(c)) 
1991  Management  Letter  from  Grant  Thornton,  Accountants  and  Management 

Consultants  (September  30,  1991) 
District's  Workforce:  Annual  Report  Required  by  the  District  of  Columbia 

Retirement  Reform  Act  (U.S.  General  Accounting  Office,  April  1990) 
District  of  Columbia  Comprehensive  Retirement  Reform  Amendment  Act  of 

1989,  D.C.  Law  8-97  (codified  at  D.C.  Code  Ann.  sees.   1-701  to  1-753 

(1993)). 
District  of  Columbia  Retirement  Board,  D.C.  Municipal  Regulations,  Title  7, 

Chapter  15 
District  of  Columbia  Code  Annotated,  Volume  2,  Title  1,  Chapters  1-10 
Options  Paper  On  Unfunded  Liabilities,  Dickstein,  Shapiro  &  Morin 
D.C.    Retirement    Board    Acmarial    Information,    prepared    by    MiUiman    & 

Robertson,  Inc. 
D.C.  Retirement  Board  Statement  of  Investment  Guidelines  (April  28,  1993) 
Report  of  the  Commission  on  Budget  and  Financial  Priorities  of  the  District  of 

Columbia  (the  "Rivlin  Commission  Report")  (November  1990) 
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The  Task  Force  closely  monitored  the  public  hearing  held  on  January  25,  1994  by  D.C.  City 
Council  Chairman  David  A.  Clarke  in  the  District  of  Columbia  Committee  of  the  Whole  on  Bill 
10-515,  the  "Full  Funding  of  Pension  Liability  Retirement  Reform  Amendment  Act  of  1994." 
The  following  witnesses  appeared  before  the  Council  at  the  hearing: 


The  Honorable  Eleanor  Holmes  Norton,  Congresswoman,  U.S.  Congress 
Ellen  M.  O'Connor,  Chief  Financial  Officer  of  the  District  of  Columbia 
Debra   A.   McDowell,   Director,   Office  of  Labor  Relations  and   Collective 

Bargaining  of  the  District  of  Columbia 
Larry  A.  King,  Director,  Office  of  Personnel  of  the  District  of  Columbia 
John  H.  Shamley,  Deputy  Director,  Office  of  Personnel  of  the  District  of 

Columbia 
Robert  Pohlman,  Special  Projects  Director,  Office  of  the  Deputy  Mayor  for 

Finance 
Frank  J.    Fahrenkopf,   Jr.,   Former   Chairman,   Revenue   Committee,   Rivlin 

Commission 
James  A.  Tydings,  Chairman,  D.C.  Retirement  Board 
Gene  M.  Kalwarski,  Principal  and  Consulting  Actuary,  MUliman  &  Robertson, 

Inc. 
Thomas  N.  Tippett,  President,  Firefighters  Association,  D.C.  Local  36 
Frank  P.  Bolden,  Council  of  School  Officers,  D.C.  Local  4 
Col.  Talmadge  Moore,  President,  D.C.  Retired  Teachers  Association 
Garland  Liskey,  President,  Association  of  Retired  Police  of  D.C,  Inc. 
Robert  L.  DoUard,  Chairman,  Legislative  Committee,  Association  of  Retired 

Police  of  D.C,  Inc. 
Andre  Lewis,  Chairman,  Fraternal  Order  of  Police,  D.C.  Local  1 
Dr.  Jimmie  C  Jackson,  President,  Washington  Teachers  Union 
Mary  CoUins,  Vice-President  for  Senior  High  Schools,  Washington  Teachers 

Union 
Judith  Marcus,  a  Teacher  in  the  District  of  Columbia 
Kenneth  R.  Sparks.  Executive  Vice-President,  Federal  City  Council 
Jacquelyn    V.    Helm,    Chairperson,    D.C.    Public   Affairs    Council,    Greater 

Washington  Board  of  Trade 
Robert  MacLean,  Co-Chair,  Mayor's  Management  Advisory  Committee  of  the 

District  of  Columbia 


The  Task  Force  relied  on  the  Committee  Report,  record  and  documents  produced  by  Councilman 
Harold  Brazil  and  the  D.C.  CouncO  Committee  on  Government  Operations  including: 


the  Committee's  summary  of  its  October  7,  1993  hearing 

the  D.C.  Retirement  Board's  testimony  before  the  Committee  at  the  October  7, 

1993  hearing 
the  Committee's  pre-hearing  questions  to  the  D.C.  Retirement  Board  and  the 

Board's  responses  thereto 
the  Committee's  post-hearing  questions  to  the  D.C.  Retirement  Board  and  the 

Board's  responses  thereto 
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Finally,  the  task  force  reviewed  the  following  articles  by  David  A.  Vise  in  the  Washington  Post 
regarding  the  DCRB  as  well  as  other  recent  media  reports  on  the  DCRB: 


D.C.'s  Rescue  -  Up  to  the  Council,  Washington  Post,  editorial  page  (February 

27,  1994) 
Kelly's  Pension  Idea  Challenged;  Congressman  Cites  Threat  to  U.S.  Payment; 

Retirement  Board  Sues,  Washington  Post.  Nell  Henderson  &  David  A.  Vise 

(February  26,  1994) 
A   Fight   of  Kelly's   Choosing;    Pension   Fund   Battle   Fits   Mayor's    Style; 

Washington  Post.  Nell  Henderson  &  David  A.  Vise  (February  20,  1994) 
D.C.  Board  Plans  to  Sue  Kelly  Over  Pension  Idea;  Mayor's  Proposal  Is  Illegal, 

Officials  Say,  Washington  Post,  Nell  Henderson  &  David  A.  Vise  (February 

18,  1994) 
KeUy's  Plan  to  Delay  Payment  Upsets  D.C.  Retirement  Board,  Washington  Post. 

Nell  Henderson  &  David  A.  Vise  (February  17.  1994) 
Kelly  Doubles  Draw  From  Pension  Fund;  Mayor  Now  Wants  to  Delay  $230 

Million  in  Payments,  Washington  Post.  Nell  Henderson  &  David  A.  Vise 

(February  15,  1994) 
Norton  Calls  Pension  Reform  Crucial;  D.C.  Faces  Bankruptcy  if  City,  Congress 

Don't  Act  Soon,  Council  Told,  Washington  Post.  Nell  Henderson  &  David  A. 

Vise  (January  26,  1994) 
Council  Study  Urges  Revamped  D.C.  Pension  Fund  Management,  Washington 

Post.  David  A.  Vise  (January  18,  1994) 
Amateurs  waste  pension  profits,  Washington  Business  Journal,  Thomas  C.  HaU 

(January  14,  1994) 
The  No.  1  Threat  to  D.C.  Solvency,  Washington  Post,  editorial  page  (January  3, 

1994) 
D.C.  Pension  Trustees  Move  Toward  Reform.  Washington  Post,  David  A.  Vise 

(December  24.  1993) 
Below  Par  Performance  for  D.C.'s  Pension  Fund,  Washington  Post,  editorial 

page.  Roy  Schotland  (November  28.  1993) 
Experts  Praise  Clarke  Plan  On  Pensions,  Washington  Post,  David  A.  Vise 

(September  22.  1993) 
Pension  Fund  Probes  Underway;  D.C,  Virginia  Plans  Are  Under  Scrutiny, 

Washington  Post.  David  A.  Vise  (September  12.  1993) 
City   Office   Probes   Pension   Trustee;    Donations   Raise   Conflict   Questions, 

Washington  Post.  David  A.  Vise  (August  16,  1993) 
D.C.  Pension  Plan  Mishandled:  Too  Many  Advisors,  Poor  Financial  Results, 

Washington  Post,  David  A.  Vise  (August  15.  1993) 
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m.       Summary 


The  Task  Force  reviewed  the  DCRB's  structure,  operations  and  management  policies  and 
practices  primarily  to  assist  Congresswoman  Eleanor  Holmes  Norton  in  her  work  with  Congress. 
The  Task  Force  was  composed  of  individuals  familiar  with  pension  design  and  administraiion, 
pension  law,  and  the  management  of  investment  assets.  The  Task  Force  reviewed  the 
management  practices  of  some  of  the  best  public  pension  fiinds  in  the  United  States.'  The 
recommendations  set  forth  in  this  report  should  help  the  DCRB  to  become  one  of  the  best 
managed  public  pension  funds  in  the  country. 

The  Task  Force  members  conducted  their  review  on  a  volunteer  basis.  Because  of  the  time 
constraint  and  a  desire  to  receive  the  report  before  the  beginning  of  the  appropriations  process 
for  FY  1995  in  the  U.S.  House  of  Representatives,  Congresswoman  Norton  asked  the  Task 
Force  to  not  focus  on  the  District  of  Columbia's  unfunded  pension  liability  or  the  proposed 
legislation  relating  thereto.  The  Task  Force  notes,  however,  that  according  to  the  GAO,  the 
"[District  of  Columbia's]...  inadequate  [pension]  funding  results  primarily  from  the  federal 
government's  transferring,  when  it  enacted  the  D.C.  Retirement  Reform  Act  in  1979,  a  $2.0 
billion  unfunded  liability  of  pension  benefits  to  the  District  government.""  This  original 
unfunded  liability,  placed  on  the  District  government  and  taxpayers,  is  the  root  cause  of  the 
District's  potential  pension  funding  crisis. 

Notwithstanding  the  unfunded  liability,  it  is  imperative  that  the  DCRB  implement  changes  that 
will  help  reduce  the  burden  future  pension  benefits  wOI  place  on  the  D.C.  government  and  its 
taxpayers.  This  rqxjrt  focuses  on  the  goal  of  improving  the  DCRB  so  that  it  can  maximize  the 
investment  performance  of  the  assets  under  its  control.  Every  dollar  increase  in  return  realized 
by  the  Board  results  in  a  dollar  decrease  in  potential  burden  to  the  D.C.  budget  and  ultimately 
D.C.  taxpayers. 

This  report  divides  the  Task  Force's  recommendations  into  two  categories:  (1)  internal  reforms 
the  Board  can  implement  immediately,  on  its  own,  without  the  need  for  action  by  the  Congress 
or  the  City  Council;  and  (2)  statutory  reforms  of  the  DCRB  that  the  appropriate  committees  of 
the  City  Council  and  the  Congress  should  consider  enacting  after  hearings  and  review  through 
the  legislative  process.  The  Task  Force  urges  the  ^5propriate  legislative  bodies  to  hold  hearings 
this  year  to  review  the  recommendations  set  forth  in  this  report  and  to  pass  legislation 
implementing  the  reforms  the  committees  determine  are  appropriate. 


'  In  addition,  the  Task  Force  studied  the  Review  of  the  Virginia  Retirement  System 
produced  by  the  Joint  Legislative  Audit  and  Review  Commission  (JLARC)  of  the  Virginia 
General  Assembly  Review  (Jan.  1994).  The  Task  Force  found  the  report  a  useful  comparison 
tool.  This  report  contains  several  recommendations  for  reforming  the  DCRB  that  are  similar 
to  those  proposed  by  the  JLARC  report  on  the  Virginia  Retirement  System. 

^  U.S.  General  Accounting  Office,  District's  Pensions:  BUlions  of  Dollars  in  Liability  Not 
Funded  at  1  (  Nov.  1992).    Source  attached  as  Exhibit  2. 
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The  Task  Force  would  like  to  thank  DCRB  Chairman  James  Tydings  for  his  cooperation  with 
the  Task  Force's  inquiry.  The  Task  Force  found  Chairman  Tydings  to  be  honest,  dedicated  and 
very  committed  to  his  work  as  Chairman  of  the  DCRB.  Mr.  Tydings  should  be  commended  for 
having  taken  a  leadership  role  in  pushing  through  some  voluntary  and  successful  reforms  of  the 
Board  during  the  past  two  years.  None  of  the  Task  Force's  fmdings  or  recommendations  should 
be  construed  as  personal  criticism  of  Mr.  Tydings. 

Likewise,  the  Task  Force  found  Jeanna  Cullins,  Executive  Director.  DCRB.  and  SheUa  Morgan- 
Johnson,  Chief  Financial  Officer,  DCRB,  to  be  capable  and  dedicated  public  servants.  The  Task 
Force  also  would  like  to  thank  them  for  their  assistance.  Similarly,  none  of  the  Task  Force 
findings  or  recommendations  should  be  construed  as  personal  criticisms  of  Ms.  Cullins,  Ms. 
Morgan-Johnson  or  the  DCRB  professional  staff. 


General  conclusions  about  the  DCRB  and  its  operations: 


During  the  last  two  years,  the  DCRB  has  dedicated  much  thoughtful  effort  to  the 
development  of  strategies  to  improve  the  Funds'  investment  performance.  By  the  end 
of  1993,  efforts  to  clarify  and  modernize  the  DCRB's  operations  boosted  its  short-term 
investment  performance.  At  this  time,  however,  it  is  difficult  to  determine  whether  the 
DCRB's  performance  wiU  continue  to  improve  and  remain  strong  by  design  or  by 
chance.  The  Task  Force  believes  that  the  recommendations  set  forth  in  this  report  wUl 
help  make  permanent  and  further  the  enhancements  that  contributed  to  the  DCRBs  recent 
strong  performance  results. 

The  Task  Force  believes  the  DCRB  and  its  investment  programs  need  additional 
procedural  and  substantive  modifications.  The  importance  of  the  Board  and  its  overaU 
relationship  to  the  solvency  of  the  D.C.  government  and  the  interests  of  employees  and 
retirees  has  grown  beyond  the  present  system's  capabilities. 

Notwithstanding  the  DCRB's  recently  enacted  voluntary  reforms,  its  strong  performance 
and  the  good  intentions  of  the  Board  and  its  professional  staff,  the  Task  Force  found  that 
the  present  Board  operations  need  to  be  updated  to  meet  the  Board's  growing  importance 
to  the  D.C.  government  and  workers.  The  Task  Force  believes  the  DCRB  has  focused 
excessively  on  administrative  matters,  which  has  interfered  with  its  ability  to  discharge 
its  fiduciary  obligations  to  the  Funds'  beneficiaries  and.  indirectly,  D.C.  taxpayers. 
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The  Task  Force  recommends  that  the  DCRB  immediately  take  the  following  actions  to 
improve  its  ability  to  properly  discharge  its  fiduciary  responsibilities: 

•  The  DCRB  must  review  the  role  of  Board  members  and  clarify  the  responsibilities  of 
Board  members.  The  DCRB  should  adopt  adequate  control  procedures  to  make  sure  the 
Board  is  focusing  its  attention  on  appropriate  matters.  The  most  important  goal  of  these 
actions  should  be  for  the  Board  to  move  away  from  its  present  administrative 
management  role  and  begin  focusing  more  on  its  responsibihty  of  setting,  implementing 
and  monitoring  its  long  term  investment  policies. 

•  The  Board  should  develop  a  meaningful  way  to  incorporate  more  ERISA  standards  into 
its  operations.  To  achieve  this  objective,  the  DCRB  should  interpret  the  D.C.  Retirement 
Reform  Act  to  follow  the  legislative  intent  of  Congress  and  adopt  enhanced  policies  and 
procedures  to  meet  ERISA  standards,  including  clarification  of  the  relationship  between 
the  Board  and  the  professional  staff. 

•  The  Board  should  also  develop,  adopt  and  implement  enhanced  systems  and  control 
procedures  for  the  Board,  its  members,  the  professional  staff  and  its  vendors  to  facilitate 
monitoring  and  follow-up.  Such  control  procedures  should  include  a  Code  of  Business 
Conduct  and  improved  methods  for  reporting  by  the  Board  members,  the  professional 
staff  and  the  DCRB's  consultants. 

•  The  DCRB  should  develop  the  means  to  evaluate  independently  the  advice  it  receives 
from  outside  consultants  by  improving  its  policies  and  procedures  and  strengthening  the 
responsibilities  of  its  professional  staff.  The  Task  Force  found  that  the  present  Board  is 
a  captive  audience  to  its  general  investment  consultant,  Callan  &  Associates  ("Callan"). 
The  Task  Force  believes  the  DCRB  should  hold  Callan  more  accountable  than  they  have 
in  the  past.  Callan" s  performance  for  the  DCRB  has  improved  in  the  last  several  years, 
and  this  improvement  apparently  coincides  with  a  change  in  Callan's  account  managers. 
Several  persons  interviewed  told  the  Task  Force  that  Callan  exerts  substantial  influence 
over  the  Board. 

•  The  Task  Force  notes  that  investment  consultants  are  designated  fiduciaries  under 
applicable  law  and  share  some  responsibihty  for  the  results  of  the  Board's  investment 
decisions.  The  DCRB's  investment  consultants  should  assist  and  encourage  Board 
members  to  meet  their  fiduciary  obligations  by  facihtating  the  members'  understanding 
of  their  investment  alternatives  and  placing  them  in  the  best  possible  position  to  act  as 
required  by  law. 

The  cumulative  effect  of  the  Task  Force's  recommendations  in  this  section  should  facihtate  the 
DRCB's  discharge  of  its  responsibihties  by  providing  a  clearer  definition  of  the  Board  members' 
role  that  is  consistent  with  the  perfonnance  expectations  defmed  by  law.  Such  redefinition  of 
the  DCRB's  performance  expectations  should  result  in  more  efficient  use  of  resources  and 
diminish  the  incidence  of  lapses  that  erode  public  confidence  in  the  DCRB. 
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In  addition  to  these  immediate  reforms,  the  Task  Force  recommends  that  the  City  Council 
and  Congress  consider  making  the  following  statutory  changes  to  the  DCRB: 


More  members  should  have  professional  investment  expertise  and  experience.  As 
reported  in  the  Washington  Post  last  year,  the  Chairman  of  the  present  Board  has 
expressed  his  frustration  with  the  advice  received  from  the  Board's  investment 
consultants.  The  DCRB's  ability  to  discharge  its  fiduciary  duties  should  be  enhanced  by 
providing  that  more  of  its  members  should  have  adequate  background  and  experience  to 
independently  evaluate  the  recommendations  presented  by  its  investment  consultants. 

Non-beneficiary  appointees  to  the  Board  should  have  investment  management 
backgrounds  to  improve  the  Board's  efficiency  and  effectiveness.  The  Task  Force 
believes  that  the  Board's  performance  would  improve  if  the  interaction  between 
experienced  Board  members  with  substantial  financial  or  investment  management 
background  and  beneficiary  Board  members  without  financial  or  investment  management 
background  was  properly  balanced.  Although  individual  members  have  some  financial 
experience,  it  is  unclear  whether  the  DCRB  presently  has  sufficient  collective  investment 
management  expertise. 

The  present  Board  compensation  practice  of  paying  Board  members  an  hourly  rate  for 
Board  business  should  be  repbced  with  payment  of  a  flat  annual  fee.  Eliminating  the 
hourly  compensation  feature  will  remove  any  appearance  of  service  for  financial  gain  and 
will  encourage  Board  members  to  spend  less  time  on  administrative  matters  and  to  focus 
more  on  their  prescribed  roles  as  trustees  responsible  for  setting,  implementing,  and 
enforcing  long  term  investment  strategies. 

Although  the  DCRB's  professional  staff  is  weU-intentioned  and  capable,  the  addition  of 
a  chief  investment  officer  ("CIO")  would  strengthen  the  professional  staff.  The  CIO 
should  have  independent  authority  to  report  to  the  DCRB  and  the  City  Council.  As 
discussed  above,  many  Board  members  lack  investment  management  experience.  The 
CIO  would  provide  the  necessary  expertise  to  coordinate  and  monitor  the  implementation 
of  investment  policies. 

Addition  of  a  CIO  also  would  reduce  the  DCRB's  need  for  expensive  investment 
consultants.  The  Board  presently  pays  its  investment  principal  consultants  annual  fees 
of  over  $300,000.  Because  a  CIO  could  hire  outside  consultants  on  an  as-needed  basis, 
the  DCRB  could  realize  significant  savings.  Although  it  is  likely  that  to  attract  a 
competent  and  independent  CIO  the  DCRB  win  have  to  offer  compensation  substantially 
above  that  customarily  offered  to  D.C.  employees,  the  benefits  derived  from  enhanced 
in-house  expertise  and  independence  would  Ukely  inure  to  the  benefit  of  D.C.  workers 
over  the  long  term. 
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The  role  of  the  Executive  Director  should  be  strengthened  and  a  new  chief  compliance 
officer  function  should  be  defined  by  law.  These  enhancements  should  be  designed  to 
improve  the  professional  staffs  ability  to  manage  the  Board's  operations. 

The  Task  Force  recommends  placing  all  benefit  determination  and  administration 
functions  for  police  officers,  fire  fighters,  teachers  and  judges  under  the  responsibility 
of  the  Board.  Presently  the  Board  functions  solely  as  investment  manager  for  the 
roughly  $2.7  billion  fiind  balance.  The  Board  does  not  have  any  benefits  administration 
function  responsibilities,  such  as  determining  eligibility  or  monitoring  benefit 
determinations  for  consistency  or  benefit  payments  for  accuracy.  Consolidation  of  these 
functions  would  improve  the  management  and  soundness  of  the  retirement  plans  and,  for 
the  first  time,  enable  the  Board  to  meaningfully  discharge  its  fiduciary  obligations  by 
acting  as  not  only  an  asset  investor,  but  also  as  a  liability  manager. 

Finally,  the  Task  Force  recommends  that  the  appropriate  committee  of  the  City  Council 
conduct  at  least  one  annual  oversight  hearing  on  the  Board.  The  Task  Force  believes 
institutional  oversight  will  assist  in  maintaining  the  Board's  adequate  and  consistent 
performance.  The  Task  Force  recommends  LinJcing  the  production  of  permanent  annual 
rqx)rts  to  the  oversight  process.  The  Task  Force  believes  the  Board's  performance  will 
improve  with  increased  public  awareness  and  legislative  oversight  over  specific 
continuing  disclosure  requirements.  The  Board  should  be  required  to  complete  and 
present  its  annual  business  report  and  an  aimual  compliance  report,  including  Board 
members'  personal  disclosure  forms  and  compliance  reports,  to  the  City  Council  in 
advance  of  the  hearings. 


IV.       Overview  of  the  D.C.  Retirement  Board  and  Pending  Legislative  Initiatives 


L^al  Structure 

Congress  created  the  DCRB  in  1979  when  it  passed  the  District  of  Columbia  Retirement  Reform 
Act  (the  "Act").^  The  DCRB  serves  as  the  fiduciary  for  the  three  separate  retirement  funds 
established  under  the  Act;  the  District  of  Columbia  Police  Officers'  and  Fire  Fighters' 
Retirement  Fund,  the  District  of  Columbia  Teachers'  Retirement  Fund,  and  the  District  of 
Columbia  Judges'  Retirement  Fund  (the  "Funds").  The  combined  assets  of  the  Funds  have 
grown  to  approximately  $2.7  billion  from  their  initial  capitalization  of  $150  million  in  1980. 
The  DCRB  is  solely  responsible  for  investing  the  Funds  but  does  not  have  the  benefits 
administration  functions  common  to  many  other  retirement  boards. 


'    District  of  Columbia  Retirement  Reform  Act.  Pub.  L.  No.  96-122,  93  Stat.  866  (Nov. 
17,  1979)  (codified  at  D.C.  Code  Ann.  sees.  1-701  to  1-753). 
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The  DCRB  has  thirteen  members:  three  members  appointed  by  the  Mayor;  three  members 
appointed  by  the  Council  of  the  District  of  Columbia  (the  "City  Council");  one  member 
appointed  by  the  Committee  on  Judicial  Administration;  and  six  members,  one  each,  elected 
from  police,  fire  fighters'  and  teachers'  active  and  retired  constituencies. 

Board  members  serve  four-year  terms  and  may  serve  no  more  than  two  terms.  The  Board's 
functions  are  distributed  among  six  standing  committees:  Investment,  Operations,  Minority 
Participation,  Search  and  Selection,  Benefits,  and  Legislative.  Board  Officers,  including  the 
Board  Chairman,  Secretary  and  Treasurer  are  selected  annually.  The  Board  Chairman  appoints 
committee  Chairpersons. 

The  Act  provides  that  Board  members  are  trustees  governed  by  fiduciary  standards  substantially 
similar  to  the  standards  set  forth  in  the  Employment  Retirement  Income  Security  Act  (ERISA).'* 
The  Act  provides  in  pertinent  part  that: 

A  fiduciary  shall  discharge  his  duties  with  respect  to  a  Fund  solely  in  the 
interest  of  the  participants  and  beneficiaries  . . . 

[f]or  the  exclusive  purpose  of  providing  benefits  to  participants  and 
their  beneficiaries; 

[w]ith  the  care,  skdU,  prudence,  and  diligence  under  the  circumstances 
then  prevailing  that  a  prudent  individual  acting  in  a  like  capacity  and 
familiar  with  such  matters  would  use  in  the  conduct  of  an  enterprise  of  a 
like  character  and  with  like  aims.... 

Trustees  are  subject  to  personal  liability  for  losses  suffered  by  the  fund  if  they  are  found  to  have 
discharged  their  fiduciary  duties  improperly. 

Trustees  are  compensated  on  an  hourly  rate  at  a  statutory  level,  equivalent  to  the  District 
government's  hourly  DS-15/10  rate,  which  is  approximately  S38  per  hour.  Trustees  also  receive 
an  allowance  of  $5. (XX)  ($7,5(X)  for  the  Chairman  of  the  Board  and  for  the  Chairman  of  the 
Investment  Committee)  per  annum  for  training,  travel  and  other  related  expenses. 

The  staff  of  the  DCRB  is  comprised  of  fourteen  positions  subject  to  the  D.C.  merit  system.  The 
staff  is  headed  by  an  Executive  Director  appointed  by  the  Board.  In  1993,  the  Board  and  staff 
budgeted  operating  costs  totalled  $764,000.  Total  appropriated  operating  expenses  for  the  Board 
for  FY  1993  totalled  $8.3  million.  These  expenses  included  payments  to  consultants,  money 
manager  fees,  custodial  fees,  and  trading  and  brokerage  fees  to  various  investment  consultants 
and  managers. 


"    Employee  Retirement  Income  Security  Act  of  1974,  Pub.  L.  No.  93-406,  88  Stat.  829 
(Sept.  2,  1974)  (codified  in  various  titles  of  the  United  States  Code). 
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Inyestment  Management 

As  of  the  first  quarter  of  1994.  the  assets  of  the  funds  under  control  of  the  Board  were  allocated 
to  31  investment  managers.  (See  footnote  16.  below.)  The  Act  requires  the  Board  to  diversify 
its  asset  investments.  The  present  asset  allocation  structure  approved  by  the  Board  is  as  follows: 

12%  is  targeted  for  passive  equities; 
34%  is  targeted  for  active  equities; 
17%  is  targeted  for  international  equities; 
26%  is  targeted  for  strategic  fixed-income; 

5  %  is  targeted  for  global  fixed  income; 

3  %  is  targeted  for  real  estate;  and 

3  %  is  targeted  for  venture  capital. 

(Under  the  present  asset  allocation  structure,  no  assets  are  invested  in  cash.) 

The  Board  selects  individual  investment  managers  after  conducting  a  search  process  that  is  led 
by  Callan.  Callan  has  been  working  with  the  DCRB  since  1984.  At  the  request  of  the  Board, 
Callan  prepares  a  list  of  potential  money  managers  within  the  appropriate  management  style 
sought  by  the  Board  and  called  for  by  the  asset  allocation  model.  Callan  periodically  prepares 
an  asset  allocation  study  for  the  Board  to  consider.  The  asset  allocation  model  is  the  long-term 
investment  guide  the  Board  uses  to  accomplish  its  investing  objectives.  For  example,  if  the  asset 
allocation  shows  that  less  than  the  designated  proportion  of  funds  are  being  invested  in  equities, 
Callan  will  prepare  a  list  of  potential  equity  managers  for  the  Board  to  hire.  After  narrowing 
the  list  of  candidates,  the  finalists  make  a  presentation  to  the  Board.  Following  these 
presentations,  the  Board  votes  on  hiring  a  manager.  Callan  receives  a  520,000  manager 
selection  fee  for  each  search  for  an  investment  manager.  A  successful  manager  reimburses  the 
Board  for  the  search  fee  by  initially  discounting  its  management  fees. 

A  newly  hired  investment  manager  receives  a  part  of  the  Funds"  assets  to  invest.  The  funds 
under  management  must  be  invested  according  to  specific  guidelines  established  by  the  Board 
and  pursuant  to  other  restrictions  or  limitations  placed  by  contract  on  the  investment  manager. 
An  investment  manager  also  must  meet  or  exceed  a  specific  performance  target  defined  in  its 
contract. 

The  CFO  and  the  general  investment  consultant  monitor  the  performance  of  all  3 1  investment 
managers.  Managers  that  do  not  meet  their  specific  performance  target  or  otherwise  fail  to 
invest  assets  properly  according  to  their  contract  are  placed  on  a  watch  hst  and  their  management 
fees  can  be  discounted  by  25  % .  If  a  manager  placed  on  the  watch  list  does  not  improve  its 
performance,  the  Board  may  terminate  the  manager. 

A  "terminated"  investment  manager  continues  to  manage  assets  until  a  replacement  manager  is 
hired  or  its  portfolio  is  liquidated.  Hiring  a  replacement  investment  manager  involves  a  new 
search  process  that  often  takes  many  months.  During  this  lengthy  search  process  for  a 
replacement  investment  manager,  the  exiting  manager,  although  subject  to  its  contract  with  the 
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DCRB  and  principles  of  fair  dealing,  no  longer  has  incentives  to  meet  or  exceed  its  contractual 
performance  requirements.  The  portfolio  assets  managed  by  a  terminated  manager  are  either 
liquidated  or  in  some  instances  directly  transferred  to  a  successor  management  firm. 
Terminating  a  manager  results  in  increased  costs,  including  brokerage  fees  incurred  in 
liquidating  the  assets  invested  by  the  terminated  manager. 

One  of  the  most  important  responsibilities  of  the  Board  is  to  monitor  the  Funds'  investment 
performance  and  overall  condition.  The  DCRB's  performance  directly  affects  the  amount  of 
assets  available  to  pay  benefits  and,  therefore,  the  fmancial  obligation  of  the  District  of 
Columbia  to  make  payment  to  the  defined  benefit  plans.  For  FY  1993,  the  District  of  Columbia 
benefit  payments  and  contribution  to  the  Funds  established  by  the  formula  amounted  to  S291.2 
million.  The  tables  below  show  the  amounts  that  the  District  of  Columbia  wiU  be  required  to 
pay  to  the  plans  in  FY  2005  depending  on  the  investment  returns  realized  by  the  Board.  Under 
current  law,  if  all  actuarial  assumptions  other  than  investment  returns  are  held  constant,^  the 
District  of  Columbia's  FY  2005  budget  obligation  would  vary  as  follows:' 

Investment  Return  B.C.  Budget  Obligation 

4%  $775  million 

7%  $650  million 

10%  $500  million 

Under  the  Act,  if  the  Board  realized  a  10%  investment  return  over  the  next  ten  years  versus  a 
4%  investment  return,  the  D.C.  FY  2005  budget  obligation  would  be  reduced  by  approximately 
$275  million.    (The  DCRB  investment  returns  averaged  over  11.50%  for  the  last  four  years.) 

Similarly,  for  comparison  purposes  only,  if  the  Congress  and  City  Council  enact  all  the 
provisions  of  the  Norton  and  Clarke  funding  reform  proposals  (see  discussion  at  page  15),  and 
the  Board  realized  a  10%  investment  return  over  the  next  ten  years  versus  a  4%  investment 
return,  the  impact  of  poorer  performance  would  remain  quite  large,  with  the  burden  on  the  D.C. 
budget  in  FY  2005  changing  by  $150  million: 

Investment  Return  D.C.  Budget  Obligation 

4%  $500  million 

1%  $425  million 

10%  $350  million 


^    The  actuarial  assumptions  are  (i)  general  wage  increases  equal  to  5  %  per  annum  and  (ii) 
Consumer  Price  Index  inflation  equal  to  5%  per  annum. 

'    Budget  obligation  determined  by  the  DCRB's  actuary,  Milliman  &  Robertson,  Inc. 
Numbers  rounded  to  the  nearest  $25  million. 
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Obviously,  funding  is  a  major  issue  for  the  DCRB.  but  performance  is  almost  as  important  for 
the  long-term  health  of  the  Funds  and  of  the  District  government. 

Unfunded  Liability 

Under  the  Act,  the  DCRB  will  receive  $52.1  million  annually  from  the  federal  government  until 
2004.  The  District  pays  retiree  benefits  from  its  budget  and  makes  a  contribution  to  the  DCRB 
under  a  formula  established  by  the  Act.  Active  employees  also  contribute  7%  (3.5  %  forjudges) 
of  their  salaries  to  the  Fund  under  the  Act. 

The  Act  provides  that  the  annual  federal  payment  shall  cease  in  2004  and  the  District  shall 
assume  full  responsibility  for  the  funds  and  any  existing  unfunded  liability  that  may  exist.  GAO 
projects  the  unfunded  liability  to  reach  S7.7  billion  by  the  year  2004.  Moreover,  by  the  year 
2004,  pension  and  interest  payments  could  more  than  double  from  present  levels  to  comprise 
approximately  15  percent  of  the  District's  total  operating  budget. 

The  unfunded  liabUity  was  created  when  the  Congress  transferred  $2.0  billion  in  unfunded 
pension  liability  from  the  federal  government  to  the  District  in  1980.  Since  fiscal  year  1980. 
the  $2.0  billion  unfunded  liability  has  grown  to  $5.0  billion.  As  of  November  1992.  the  GAO 
calculated  that  approximately  75  percent  of  the  present  $5.0  unfunded  Uability,  or  $3.7  bUlion, 
consists  of  interest  on  the  original  unfunded  liability  created  by  the  Congress. 

Retirement  Benefits 

The  D.C.  police  officers  and  fire  fighters,  teachers  and  judges  retirement  plans  are  "defmed 
benefit  pension  plans."  This  means  that  eligible  public  employees  qualify  for  an  annual  benefit 
"accrual"  (a  function  of  pay,  age,  and  years  of  service).  This  "accrual"  converts  into  a 
retirement  annuity  payment  when  the  employee  attains  a  specified  age  and  length  of  service 
under  the  plan.  Like  some  other  public  retirement  plans,  the  retirement  plans  for  police  officers 
and  fire  fighters,  teachers  and  judges  provide  some  degree  of  indexing  to  inflation.  The  current 
cost-of-living  adjustment  benefits  (COLAs)  under  these  retirement  plans  are  significantly  more 
generous  than  those  provided  by  other  public  retirement  plans.^ 


^    According  to  the  GAO: 

The  District  plans'  cost-of-living  adjustment  provision  -  retirement  annuities  are 
increased  twice  a  year  by  the  fuU  amount  of  the  increase  in  the  consumer  price 
index  (CPI)  -  is  more  generous  than  provisions  of  other  plans.  Of  the  40  plans 
[the  GAO]  studied,  only  14  have  cost-of-living  provisions  related  to  the  increases 
in  the  CPI.  Only  one  plan  increases  annuities  by  the  full  increase  of  the  CPI,  and 
adjustments  are  made  only  once  yearly.  The  other  13  plans  limit  annuity 
increases  by  providing  a  fraction  of  the  CPI  increase. 

U.S.  General  Accounting  Office,  DC.  Pension  Benefits:  Comparison  'With  Selected  State 
and  Local  Pension  Plans  at  2  (Nov.  1993).    Source  attached  as  Exhibit  3. 
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Pending  Legislative  Initiatives 

A  vigorous  debate  over  a  legislative  solution  to  the  vast  unfunded  liability  gap  is  taking  place. 
At  the  same  time,  the  media  is  reporting  public  concern  over  the  DCRB's  management 
capabilities  and  investment  underperformance,  and  the  appearance  of  abuse  of  the  compensation, 
travel  and  other  perquisites  of  office.  The  proposed  legislation  that  addresses  the  unfiinded 
liability  gap  would  substantially  increase  the  amount  of  funds  under  the  DCRB's  trust. 

Congresswoman  Norton  and  City  Council  Chairman  Clarke  have  introduced  legislation 
simultaneously  in  Congress*  and  the  City  Council'  to  address  the  potentially  disastrous  burden 
the  unfunded  liabUity  wUI  place  on  the  District  of  Columbia's  finances.  The  proposed  legislation 
seeks  to  ensure  the  well-being  of  police  officers,  fire  fighters,  teachers  and  judges  who  will  be 
entitled  to  retirement  benefits  after  years  of  public  service.  Future  District  of  Columbia 
taxpayers  also  stand  to  benefit  from  the  reduced  financial  burden  that  will  result  from  a  solvent 
and  weU-managed  Fund  that  is  able  to  meet  retirement  benefit  costs  without  supplementation 
from  general  revenues. 

Both  Congresswoman  Norton's  federal  bill  and  Chairman  Clarke's  City  Council  bill  seek  to 
reduce  the  unfunded  liability  by:  (1)  extending  the  federal  contribution  to  the  fund  for  31  years 
until  the  year  2035;  (2)  increasing  the  federal  contribution  5%  annually  starting  in  federal  FY 
1996;  (3)  increasing  the  active  employee's  salary  fund  contributions  from  7%  to  8%  (from  3.5% 
to  4.5%  forjudges);  (4)  adjusting  retirees'  COLA  once  annually,  rather  than  twice  annually,  as 
provided  under  present  law;  and  (5)  changing  the  calculation  of  the  Distrirt's  contribution. 
Neither  the  Norton  bill  nor  the  Clarke  bUl  mandates  any  reforms  of  the  DCRB. 

Recently,  in  an  effort  to  balance  the  D.C.  budget.  Mayor  Sharon  Pratt  Kelly  proposed  delaying 
payment  of  three-quarters  of  the  contribution  due  on  the  Funds  with  respect  to  FY  1994 
(qjproximately  $230  million).  Under  this  proposal,  payment  would  be  made  in  quarterly 
instaUments  with  interest  during  FY  1995.  The  Mayor's  proposal  would  require  amendment  of 
the  Act  to  make  the  deferral  legal.  The  Mayor's  proposal  has  been  criticized  in  Congress  and 
the  City  Council.  On  February  25,  1994,  the  DCRB  filed  a  lawsuit  m  D.C.  Superior  Court 
seeking  a  preliminary  injunction  requiring  the  District  of  Columbia  to  immediately  pay  the 
payment  due  January  1,  1994,  plus  interest,  and  for  an  order  requiring  the  District  of  Columbia 
to  timely  pay  all  amounts  due  to  the  Funds  in  1994.  The  City  Council  declared  the  proposal  to 
delay  payment  of  the  District's  contribution  to  the  Funds  an  unnaceptable  alternative.  On  April 
1,  1994,  citing  lack  of  funds  to  meet  all  its  obligations,  the  D.C.  government  failed  to  make  its 
required  contribution  to  the  Funds. 


'  Pension  Liability  Funding  Reform  Act  of  1994,  H.R.  3728  (introduced  Jan.  25,  1994). 
Statement  of  the  Honorable  Eleanor  Hohnes  Norton.  U.S.  Congressional  Record  at  EI9-E22 
(Jan.  25,  1994). 

'  Full  Funding  of  Pension  Liability  Retirement  Reform  Amendment  Act  of  1994,  Bill  10- 
515  (introduced  Dec.  21,  1993). 
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Recommendations 


The  foUowing  recommendations  are  intended  to  increase  the  public's  confidence  that  the  Funds 
and  their  future  value  will  be  managed  effectively  for  the  benefit  of  both  the  promisees  and 
promisors  of  retirement  benefits. 

First  Reconunendation:    Internal  Reform 

During  the  last  two  years,  the  DCRB  has  successfully  dedicated  substantial  time  and  effort  to 
developing  strategies  for  improving  the  Funds'  performance.  These  efforts,  however,  do  not 
appear  to  have  been  fuUy  integrated  into  the  permanent  operations  of  the  Board.  It  is  difficult 
at  this  time  to  determine  whether  the  DCRB's  performance  will  continue  to  improve  and  remain 
strong  by  design  or  by  chance.  The  Task  Force  believes  that  the  DCRB  would  benefit 
significantly  from  comprehensive  internal  reform  designed  to  ensure  the  permanence  and 
refinement  of  the  enhancements  that  contributed  to  the  DCRB's  recent  improved  performance.'" 


'°  The  Task  Force  is  not  an  expert  in  the  valuation  of  portfolios.  Pro  forma  comparison 
of  synthetic  indices  reflecting  the  DCRB's  asset  allocation  for  any  time  period  is  beyond  the 
scope  of  the  Task  Force's  mission.  The  DCRB's  shifting  investment  policies  over  this  period 
would  require  construction  of  a  sophisticated  measurement  tool  to  adequately  compare 
investment  performance  over  this  period  of  time. 

The  Task  Force  relied  on  the  following  table  provided  by  CaUan  to  the  U.S.  House  of 
Representatives  District  of  Columbia  Appropriations  Subcommittee,  and  supplemented  by  Callan 
at  the  Task  Force's  request,  comparing  the  DCRBs  performance  for  the  last  nine  fiscal  years, 
and  the  first  3  months  of  FY  1994,  with  the  returns  to  the  universe  of  public  funds  maintained 
by  Callan.    The  percentile  rankings  ranged  from  1  (highest)  to  100  (lowest). 


Fiscal  Year  Return 

1984  -2.19 

1985  16.45 

1986  24.04 

1987  16.90 

1988  .04 

1989  17.50 

1990  -1.80 

1991  20.73 

1992  11.90 

1993  15.69 
first  3  months  1994  3.22 


Percentile  Ranking 

Below  the  90th  percentile 
Below  the  75  th  percentile 
Between  the  25th  &  50th  percentile 
Between  the  50th  &  60th  percentile 
Between  the  50th  &  60th  percentile 
Between  the  60th  &  75th  percentile 
Between  the  25th  &  50th  percentile 
At  the  72nd  percentile 
At  the  61st  percentile 
At  the  1st  percentile 
At  the  1  St  percentile 
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Even  in  the  absence  of  the  statutory  refonns  discussed  later  in  this  report,  the  Task  Force 
believes  that  thorough  internal  reform  of  the  DCRB's  operations  would  contribute  significantly 
to  the  DCRB's  performance  under  the  present  statutory  framework.  At  a  minimum,  internal 
reform  would  help  to  ensure  management  consistency  and  continuity,  thereby  enhancing  the 
DCRB's  ability  to  implement  policies  that  meet  the  needs  of  the  participants  in  and  beneficiaries 
of  the  Plans. 

The  Task  Force  found  that  the  money  management  background  and  experience  of  current  DCRB 
members  varied  substantially.  Although  the  Task  Force  found  no  reason  to  conclude  that  the 
current  members  cannot  discharge  their  obligations  as  required  by  law,  the  Task  Force  found 
the  DCRB  encumbered  by  a  strong  concern  over  administrative  matters."  Such  concern  has 
weakened  the  DCRB's  ability  to  direct  the  Funds'  performance.  Until  fairly  recently,  for 
example,  failures  to  implement  investment  strategies  were  not  adequately  managed  because  the 
DCRB  had  not  developed  a  selection  of  investment  strategies  that  responded  to  a  coherent 
investment  policy.  The  Task  Force  found  that  the  E>CRB's  current  Statement  of  Investment 
Policy  and  Objectives  lacks  sufficient  development. 

The  DCRB  should  be  able  to  focus  on  policy  matters  rather  than  administrative  issues  and  to 
extend  the  time  horizon  of  its  efforts.  Specifically,  internal  reform  will  require  redefinition  of 
the  role  of  the  DCRB  and  the  professional  staff.  Many  of  the  tasks  DCRB  members  perform 
seem  to  contemplate  frequent  reviews  of  operations.  Given  the  long  term  investment  posture 
of  the  Funds  (focusing  on  maricet  cycles),  the  lack  of  any  need  to  match  assets  and  liabilities  and 
the  statutory  requirement  for  meetings  "at  least  once  each  calendar  quarter,"  reducing  the 
DCRB  members'  workload  may  improve  their  ability  to  discharge  their  responsibilities.  The 
DCRB  should  also  take  concrete  steps  to  increase  its  confidence  in  the  professional  staff  and  its 
ability  to  rely  on  the  professional  staff  to  handle  the  bulk  of  the  administrative  and  operational 
matters  that  seem  to  occupy  much  of  the  Board  members'  time. 


"  The  present  compensation  structure  of  the  Board  reimburses  Board  members  per  hour  of 
work  spent  on  Board  business.  This  compensation  structure  and  the  DCRB's  overinclusive 
interpretation  of  responsibilities  constitutes  a  fmancial  incentive  for  involvement  in  administrative 
details  that  should  be  performed  by  the  professional  staff.  The  present  compensation  structure 
also  provides  an  incentive  for  Board  members  to  focus  on  too  many  details  of  investment 
management. 

For  example,  DCRB  members'  foreign  travel  for  purposes  of  conducting  due  diligence 
reviews  of  the  situs  of  future  investments  evidences  the  DCRB's  excessive  focus  on  detail  more 
properly  within  the  purview  and  expertise  of  a  portfolio  manager.  The  Task  Force  believes  that 
a  proper  definition  of  DCRB  performance  expectations  should  exclude  foreign  travel  for  such 
purposes  and,  thereby,  avoid  any  appearance  of  impropriety  relating  thereto. 

Exhibit  4  illustrates  the  wide  disparity  of  hours  worked  by  individuals  with  substantially 
similar  responsibilities. 
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The  DCRB  should  take  three  concrete  steps  to  accomplish  the  goal  discussed  above.  First,  the 
DCRB  should  collect,  rationalize,  and  adopt  a  blueprint  of  all  of  its  functions,  goals  and  policies, 
including  a  statement  of  investment  policies.  This  blueprint  should  comprise  one  comprehensive 
document.  Second,  the  DCRB  should  review  the  adequacy  of  current  control  systems  and 
procedures  and  integrate  these  systems  and  procedures  into  the  blueprint.  Third,  the  DCRB 
should  redefine  its  interpretation  of  the  professional  staffs  responsibilities  under  the  Act  to  allow 
the  staff  a  meaningful  opportunity-  to  discharge  its  duties  independently.  By  enhancing  the 
responsibilities  of  the  professional  staff  in  management  and  administrative  matters,  the  DCRB 
should  be  able  to  leverage  the  resources  of  the  staff  and  boost  its  efficiency  and  effectiveness. 

The  self-examination  suggested  above  should  include  an  aggressive  review  of  the  DCRB's 
interpretation  of  the  Act.  The  DCRB  should  try  to  develop  functional  interpretations  that 
enhance  the  professional  staffs  performance  levels.  The  development  of  new  functional 
interpretations  also  may  require  adjustments  in  compensation  levels  to  help  attract  the  best 
possible  talent. 

A  review  of  the  legislative  history  of  the  DCRB  suggests  that  the  drafters  of  the  statute  were 
aware  of  ERISA  and  indeed  incorporated,  sometimes  explicitly,  many  of  its  principles.  The 
present  statutory  framework  affords  the  DCRB  a  unique  opportunity,  not  shared  by  many  other 
pension  funds,  to  adopt  business  practices  common  under  ERISA  to  enhance  its  operations 
without  stamtory  modernization. 

The  result  of  affirmative  self-evaluation  and  aggressive  use  of  the  current  statutory  framework 
should  lead  the  DCRB  to  develop  and  implement  enhanced  control  systems  and  procedures, 
including: 

a)  Statement  of  Investment  Policy  ("SIP") 

A  document  setting  forth  the  basic  objectives,  overall  structure  and  general 
management  direction  of  the  Funds.  The  SIP  is  a  top-to-bottom,  comprehensive 
description  of  the  context  within  which  all  investment  strategies  (asset  allocation, 
for  example)  shouW  operate.'*  The  SIP  would  serve  as  the  key  indicator  of  the 
DCRB's  operation. 


'^  A  typical  SIP  for  a  fund  that  needs  to  manage  assets  and  liabilities  to  generate  sufficient 
cash  to  pay  required  retirement  benefits  would  integrate  in  one  source  the  following  components: 
description  of  the  legal  and  structural  basis  for  the  fund;  identification  of  fiduciaries;  description 
of  the  general  lines  of  authority  and  delegation  of  authority;  description  of  the  rationale  and 
processes  for  determining  asset  allocation  and  portfolio  diversification  strategies;  statement  of 
performance  objectives;  statement  of  cash  flow  requirements;  statement  of  requirements  and 
standards  regarding  the  custody  of  assets;  description  of  permissible  investment  guidelines  and 
strategies;  and  description  of  prohibited  investments  and  strategies.  (As  noted  above,  the  DCRB 
acts  solely  as  an  asset  manager.) 
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b)  Code  of  Business  Conduct 

A  compilation  of  ethical  and  fiduciary  conduct  standards  addressing  the  discharge  of  all 
business  activities  of  the  DCRB  members,  the  professional  staff,  vendors  and 
consultants.  The  Code  of  Business  Conduct  should  describe  behavior  expectations  with 
particularity  and  provide  for  periodic  certifications  of  compliance  with  the  policies  and 
procedures  set  forth  therein.  The  Code  of  Business  Conduct  should  also  contain 
monitoring  criteria  and  penalties  for  non-compliance.  The  Board  should  require 
periodic  compliance  reports  from  the  professional  staffer  responsible  for  compliance. 
The  Task  Force  recommends  that  the  Board  and  staff  review  the  TEXPERS  Code  of 
Ethics:  A  Model  for  Texas  Public  Employee  Retirement  Systems.  The  TEXPERS  Code 
of  Ethics  is  widely  regarded  as  one  of  the  best  models  for  public  employee  retirement 
systems  available. 

c)  Compliance  Monitoring 

A  compliance  monitoring  program  reasonably  designed  to  result  in: 

compliance  with  investment  pohcies 
compliance  with  control  policies  and  procedures 
compliance  with  statutorily-mandated  disclosure  requirements 
compliance  with  the  Code  of  Business  Conduct 
reporting  to  the  DCRB  by  an  independent  staff  member 
responsible  for  compliance  monitoring. 

The  DCRB  should  undertake  this  self-evaluation  with  the  assistance  of  a  recognized  expert  in 
the  evaluation  of  pension  funds,  investment  portfolios  and  fiduciary  matters.  Assistance  by  an 
experienced  consultant  with  access  to  a  national  pension  fund  database  would  facilitate  the 
identification  and  development  of  prudential  practices  reflecting  the  best  in  the  industry. 

The  DCRB  should  implement  one  corrective  action  at  once.  The  Task  Force  beUeves  that  the 
present  investment  manager  termination  poUcy  is  deficient.  The  Task  Force  recommends 
changing  this  practice  promptly,  so  that  a  poor  performing  exiting  manager  does  not  continue 
to  manage  funds  for  any  length  of  time  after  being  fired. 

Second  Recommendation:    Amend  Statute  to  Facilitate  Governance 

The  Task  Force  found  that  the  current  structure  of  the  DCRB  is  not  conducive  to  efficient 
governance.  The  Task  Force  also  found  a  developing  body  of  empirical  research,  drawn  from 
a  large  sample  of  public  pension  funds,  that  suggests  a  correlation  between  certain  features  of 
public  pension  fund  governance  and  better  performance. "  The  Task  Force  found  many  of  those 
governance  features  lacking  in  the  DCRB's  present  statutory  framework. 


'^   Olivia  S.  MitcheU  and  Ping  Lung  Hsin,  Public  Pension  Governance  and  Performance 
(Jan.  5,  1994). 
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Although  internal  reform  would  significantly  improve  the  DCRB's  efficiency  and  effectiveness, 
statutory  amendment  will  be  necessary  to  ensure  adoption  of  the  most  effective  and  permanent 
reforms.  The  City  CouncU  should  update  the  Retirement  Reform  Act  to  provide  for  a  more 
experienced  and  independent  Board  composed  of  individuals  with  significant  expertise  in  the 
management  of  assets.  '*  The  City  Council  should  also  consider  changing  the  composition  of  the 
DCRB  by  shifting  the  representation  balance  between  appointed  experts,  on  the  one  hand,  and 
participants  or  beneficiaries  on  the  other  hand. 

The  City  Council  should  consider  enacting  broader  fiduciary  standards  that  incorporate 
specifically  ERISA's  standards  and  apply  them  to  DCRB  members  and  key  professional  staff. 
These  standards  should  provide  clear  guidance  regarding  the  DCRB's  discharge  of  its 
responsibilities  and  the  role  of  the  professional  staff.  Explicit  incorporation  of  ERISA  standards 
also  would  provide  a  well-developed  body  of  guidance  for  reference  by  the  DCRB  and  the  staff. 

A  clear  statutory  definition  of  the  roles  of  certain  professional  functions  should  enhance  the 
DCRB's  confidence  in  the  support  from  the  professional  staff.  The  following  actions  (discussed 
more  fully  below)  should  facilitate  the  development  of  a  strong,  professional  and  independent 
staff: 

a)  creation  and  definition  of  a  Chief  Investment  Officer  position, 

b)  strengthening  of  the  Executive  Director  position,  and 

c)  defioition  of  a  chief  compliance  officer  fiinction. 

All  three  functions  would  require  additional  or  enhanced  human  and  financial  resources.  In 
particular,  the  City  Council  should  allow  compensation  of  these  professionals  to  match 
compensation  levels  offered  by  similarly  stnicmred  pension  funds  to  attract  qualified  individuals 
with  the  expertise  required  by  these  positions.  The  Task  force  believes  that  the  benefits  of  such 
compensation  and  persormel  practices  will  contribute  substantially  to  the  management  and  long- 
term  solvency  of  the  Funds  and  the  District  of  Columbia. 

The  City  Council  should  create  and  define  by  law  a  new  Chief  Investment  Officer  ("CIO") 
position  with  independent  reporting  authority  to  the  DCRB  and  the  City  Council.  The  amended 
statute  should  require  the  CIO  to  focus  solely  on  managing  the  direction  of  and  coordinating  the 
DCRB's  investment  policies.  A  CIO  with  substantial  investment  management  expertise  should 
be  able  to  provide  the  DCRB  investment  management  advice  substantially  similar  to  that  which 


'*  Proposed  legislation  in  Virginia  would  require  certain  non-beneficiary  appointees  to  have: 
(i)  a  minimum  of  five  years  of  expjerience  in  the  direct  management,  analysis,  supervision,  or 
investment  of  assets,  and  (ii)  at  least  five  years  of  direct  experience  in  the  management  and 
administration  of  employee  benefit  plans.  Section  5 1 . 1  - 1 24.20.  Board  of  Trustees  Reconstituted 
and  Reestablished:  Members  of  the  Board.  Senate  BUI  No.  78.  Amendment  in  the  Nature  of 
a  Substitute  (proposed  by  the  House  Committee  on  Appropriations  on  March  3,  1994)  (the 
"Proposed  Virginia  Legislation"). 

20 


160 


the  DCRB  currently  obtains  from  the  investment  cx)nsultant.  The  use  of  independent,  in-house 
expertise  should  enable  the  CIO  to  leverage  the  resources  currently  used  to  compensate  the 
investment  advisor  for  its  services  and  would  allow  for  more  efficient  and  targeted  use  of  the 
investment  consultant's  services.'^ 

The  amended  statute  should  strengthen  the  responsibilities  of  the  Executive  Director's  position. 
The  Executive  Director's  role  should  be  separate  and  distinct  from  that  of  the  CIO.  The 
Executive  Direaor  should  be  responsible  only  for  the  management  and  administration  of  the 
DCRB  and,  through  the  professional  staff,  implementation  of  the  DCRB's  investment  policies. 
The  Executive  Director  should  have  primary  responsibility  over  the  control  systems  and 
procedures.  By  design,  the  CIO  and  the  Executive  Director  should  have  complementary  roles 
designed  to  provide  to  the  DCRB  different  types  of  advice  from  independent  sources. 

Adding  a  CIO  to  the  professional  staff  would  add  significant  investment  management  expertise 
on  which  the  Board  can  rely  to  evaluate  the  advice  received  from  its  consultants  and  the 
effectiveness  of  its  investment  decisions.  Properly  strucmred,  this  enhancement  would  allow  the 
Executive  Director  and  Chief  Financial  Officer  ("CFO")  to  perform  their  respective  functions 
better.  Presently,  the  Executive  Director  and  CFO  share  the  duties  a  CIO  would  provide  to  the 
Board  in  addition  to  performing  their  already  challenging  duties.  The  CFO  monitors  the 
performance  of  31  investment  managers.'*  The  addition  of  a  CIO  to  the  staff  would  enhance  the 
CFO's  abUity  to  perform  this  crucial  performance  monitoring  function.  The  CFO  should  be 
responsible  for  monitoring  investment  manager  performance  and  producing  reports  and  other 
information  for  the  benefit  of  the  Board.  The  CFO's  ability  to  pay  undivided  attention  to  the 
monitoring  of  investment  performance  should  facilitate  the  continued  refmement  of  one  of  the 
most  important  DCRB  information  sources. 

Statutory  reform  should  also  provide  for  an  independent  compliance  function,  perhaps  within  the 
office  of  general  counsel.  This  new  Chief  Compliance  Officer  ("CCO")  should  have  broad 
authority  to  conduct  independent  compliance  reviews  and  to  enforce  the  personal  and  instimtional 
disclosure  and  fiduciary  guidelines  provided  by  law.  regulation  or  the  Code  of  Business  Conduct. 
Most  importantly,  the  CCO  should  have  independent  authority  to  escalate  significant  issues  or 
incidence  of  non-compliance  to  the  Board  or  the  City  Council. 


'*  The  Proposed  Virginia  Legislation  also  provides  for  a  CIO.  Section  51.1-124.24.  Chief 
Investment  Officer;  Qualifications;  Duties. 

'*  This  number  includes  six  minority  investment  managers  operating  within  a  well  regarded 
minority  participation  program  known  as  the  "Farm  Team."  The  Farm  Team  program  appears 
to  be  one  of  the  best  minority  participation  programs  in  the  industry.  The  Task  Force  believes, 
nonetheless,  that  the  DCRB  should  review  the  number  of  investment  managers  under  contract 
to  ensure  that  there  is  no  duplication  of  style,  to  ensure  that  the  DCRB  benefits  from  the  most 
cost-effective  management  fee  schedules  in  light  of  the  quality  of  management  services  it  wants 
to  retain,  and  to  reduce  the  monitoring  burden  on  the  professional  staff. 
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Third  Recommendation:      Consolidate    Investment    and    Benefits    Determination    and 

Administration  Functions 


The  Task  Force  found  that  benefit  determinations,  benefit  calculations,  benefit  payments  and 
benefit  funding  functions  are  spread  among  multiple  administrative  bodies  with  little  or  no 
coordination  between  them  and  the  entity  that  exercises  fiduciary  responsibility  over  the  funds. 
In  fact,  the  DCRB  has  consistentiy  avoided  involving  itself  in  benefit  administration  matters, 
except  to  sample  benefit  determination  calculations  and  benefit  payments  after  payments  have 
been  made.  Uneven  application  of  benefit  standards,  duplication  of  effort  and  calculation  errors 
discovered  in  routine  audits  result  directiy  from  tliis  fragmented  and  unintegrated  structure. 

The  effort  to  enhance  the  governance  of  the  DCRB  should  be  extended  to  statutory  reforms  that 
improve  the  management  and  soundness  of  the  retirement  plans  for  police  officers  and  fire 
fighters,  teachers  and  judges.  This  consolidation  would  enhance  significantiy  the  DCRB's  ability 
to  discharge  its  investment  responsibilities  by  allowing  it  the  authority  to  control  and  standardize 
benefit  eligibility  determinations  and  payouts,  and  to  implement  a  meaningful  asset/liability 
management  program.  The  Task  Force  believes  that  such  functional  consolidation  would  be  an 
important  enhancement  to  the  operations  of  the  District  government  and  the  retirement  plans. 

To  implement  the  consolidation  of  functions  described  above,  the  City  Council  should  also 
change  the  composition  and  makeup  of  the  Board  to  ensure  the  Board's  ability  to  discharge  its 
new  responsibilities.  This  wUl  require  additional  redesign  of  the  Board,  the  staff  functions  and 
the  management  and  funding  strucmre. 

The  ability  to  administer  and  control  aU  aspects  of  the  retirement  system  would  give  the  DCRB 
a  strong  incentive  to  develop  integrated  control  systems  and  procedures  that  would  reflect  a 
consistent  policy  oudook  throughout  the  retirement  plans  for  which  it  is  responsible.  Moreover, 
the  ability  to  control  the  retirement  system  would  allow  the  DCRB  to  meaningfully  discharge 
its  fiduciary  responsibilities.  A  newly  constituted  DCRB  should  have  the  authority  to  propose 
the  redesign  of  and  consolidate  retirement  plan  features  to  reflect  best  practices  among  all  plans 
administered.  Consistent  determination  of  plan  benefits  under  one  entity  will  facilitate  the 
management  of  assets  and  liabilities  by  removing  benefit  determinations  from  levels  subject  to 
pressure  from  employee  interest  groups  and  making  them  subject  only  to  strict  fiduciary 
standards.  This  proposal  should  be  particularly  attractive  to  the  participants  in  and  beneficiaries 
of  the  Funds. 
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Fourth  Recommendation:    Amend  Statute  to  Require  Oversight  Hearings 


The  Task  Force  found  the  recent  media  and  City  Council  attention  on  the  DCRB  to  have  been 
valuable.  The  resulting  public  discourse  focused  anention  on  the  operations  of  the  DCRB  and 
directly  encouraged  the  DCRB  to  take  actions  that  will  improve  public  understanding  of  its 
operations.  Public  confidence  in  the  DCRB's  operations  should  continue  to  improve  if  oversight 
of  its  operations  is  institutionalized.  The  City  CouncD  should  amend  the  Retirement  Reform  Act 
to  require  at  least  one  annual  oversight  hearing. 

Even  in  the  absence  of  further  statutory  modernization,  the  current  reporting  and  disclosure 
requirements  provided  by  law  should  be  a  strong  catalyst  for  internal  reform  if  consistently 
followed  by  legally-mandated  oversight  by  the  appropriate  comminee  of  the  City  Council.  The 
need  for  annual  oversight  hearings  should  be  predicated  on  the  growing  importance  of  the 
DCRB's  operations  and  performance  to  the  city's  budget. 

Oversight  hearings  should  be  timed  to  follow  the  production  of  an  annual  business  report,  annual 
compliance  report  and  the  public  availability  of  personal  disclosure  forms  from  the  DCRB 
members  and  vendors.  Such  annual  business  reports  by  the  DCRB,  the  CIO  and  the  compliance 
officer  will  help  focus  the  DCRB  on  policy  matters  and  provide  interested  parties  a  stnicmred 
forum  in  which  to  evaluate  the  DCRB's  discharge  of  its  responsibilities. 

The  Task  Force  believes  that  the  City  Council  Comminee  on  Government  Operations  hearings 
of  October  1993  and  its  report  issued  on  the  DCRB  are  a  positive  step  toward  the  regular 
oversight  recommended  by  this  report.  If  the  recommendations  of  the  Task  Force  and  of  the 
Government  Operations  Committee  are  to  be  carried  out,  the  appropriate  committee  of  the  City 
Council  should  consider  introducing  legislation,  holding  hearings,  and  conducting  oversight  even 
more  often  than  the  aimual  oversight  recommended  in  this  report  until  the  DCRB  is  satisfactorily 
restructured. 
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This  report  is  respectfully  submitted  to  the  Honorable  Eleanor  Holmes  Norton  by  the 
undersigned  on  this  sixth  day  of  April  of  1994. 


/s/ 


FRANKTTN  P.  RAINES 


/s/ 


TOTTN  T    FT.FMING 


Franklin  D. 
Chairman 


Raines 


John  J.  Fleming 


/$/ 


DAVID  E.  ROGERS 


David  E.  Rogers 


/s/       JAMRS  L.  WOLBARSHT 
James  L.  Wolbarsht 
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VI.       Exhibits 

1.  Biographies  of  Task  Force  Members.      [Ed.    note   -not    included] 

2.  District's   Pensions:      Billions  of  Dollars   in   Liability  Not   Funded   (U.S.   General 
Accounting  Office,  November  1992.)        [Ed.    note   -   See  Appendix  C] 

3.  D.C.  Pension  Benefits:   Comparison  With  Selected  State  and  Local  Pension  Plans  (U.S. 
General  Accounting  Office,  November  1993.)        [Ed.    note   -   See  Appendix  D] 

4.  D.C.  Retirement  Board,  Board  Member  per  diem  and  other  payments.    (Provided  by 
DCRB.) 

5.  Pension  Liability  Funding  Reform  Act  of  1994.    Statement  of  the  Honorable  Eleanor 
Holmes  Norton.    U.S.  Congressional  Record,  January  25,  1994,  at  pp.  E19-E22. 
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EXHIBIT  4 


D.  C  .Retirement  Board 

Board  Member  per  diem  and  other  payments 


Board 

Compensation 

Education  and  Travel 

Member 
ADDointed  Members 

FY  1992 
$34,881 

FY  1993 

$30,630 

FY  1992 

$5,637 

FY19< 

»3 

James  Bunn 

$6,470 

Michael  Curtin 

U79 

5,892 

609 

597 

Orlando  Darden 

9,288 

n/a 

3,560 

n/a 

Rose  Elder 

34,830 

38,114 

3,753 

3,563 

Michael  Gallic 

15,727 

22,747 

1.640 

4,521 

Carolyn  Smith 

428 

n/a 

0 

n/a 

AngcUVallot 

7,132 

11,7.22 

2,251 

2,364 

Elected  Members 

Robert  Dollard 

n/a 

8,834 

n^ 

3,989 

Jeannelle  Feely  * 

2,879 

7 

222 

88 

Garland  Liskey 

11,510 

4,019 

4,801 

1,380 

Martin  Pfeifer  * 

1,242 

1,407 

3,466 

1,751 

WUliam  Pryor 

n/a 

0 

n/a 

0 

Martha  Rogers 

12,301 

12,497 

0 

2,363 

Ralph  Stephais  • 

12,144 

8,653 

5,005 

4,826 

James  Tydings 

17,612 

29,091 

4,524 

3,990 

$161,355 


$173,112 


$35,468 


$35,903 


*  Note:  Pursuant  to  the  D  C  Retirement  Reform  Act,  as  amended,  active  District  employees  serving  as 
trustees  receive  administrative  leave  to  participate  in  Board  related  activities  that  occur  during  their 
regularly  scheduled  work  hours.  For  Board  related  activities  occurring  at  other  than  regularly  scheduled 
work  hours  they  are  paid  at  a  rate  of  DS  IS  step  10  as  part  of  the  administrative  expenses  of  the  fund. 
These  are  the  costs  reported  on  this  schedule. 
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EXHIBIT   5. 


PENSION  LIABILITY  FUNDING 
REFORM  ACT  OF  1994 


HON.  ELEANOR  HOLMES  NORTON 

OF  THE  DISTRICT  OF  COLUMBIA 
IN  THE  HOUSE  OF  REPRESENTATIVES 

Tuesday,  January  25, 1994 

Ms.  NORTON.  Mr.  Speaker,  today  I  intro- 
duce the  District  of  Columbia  Pension  Liability 
Funding  Reform  Act  of  1994  as  my  first  bill  for 
ttie  second  session  of  the  103d  Congress.  It 
IS  my  first  bill  because  it  is  of  first  importance 
to  the  solvency  of  the  District  of  Columbia. 
And  it  is  my  first  bill  because  it  would  at  least 
partially  con-ect  indefensible  economic  unfair- 
ness that  has  t)een  imposed  by  Congress  on 
the  District,  i  am  pleased  to  tie  joined  in  sporv 
sonng  this  legislation  t>y  Congressmen  Rom- 

ALD      DELLUMS.      WILUAM      JEFFERSON,      JOHN 

LEWIS,  and  Jim  McDermott— all  distinguished 
members  of  the  House  District  Committee. 

The  Congress  instituted  benefit  pension 
plans  for  the  District's  police  officers  arxj  fire 
fighters  in  1916,  for  teachers  in  1920,  and  for 
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judges  in  1970.  In  1979,  Congress  passed  the 
Distnct  of  ColumtJia  Retirennent  Reform  Act 
and  transferred  $2.0  tnllion  in  unfurxled  pen- 
sion liability  from  the  Federal  Government  to 
the  residents  of  the  Distnct  of  Columbia  The 
pension  benefits  required  by  the  Federal  Gov- 
emment  were  provided  on  a  pay-as-you-go 
basiS,  with  payments  each  year  covenng  only 
that  year's  benefit  payments.  Since  fiscal  year 
1980,  the  $2.0  billion  unfunded  liabitity  has  in- 
creased to  $5.0  billioa  Only  $79  mtlhon  of  this 
increase  went  to  benefits  paid  directly  to  per)- 
sioners.  01  the  $5.0  billion  in  unfunded  liability, 
$3.7  billion  or  75  percent  has  been  for  interest 
on  the  unfunded  federally  imposed  amount 
This  amazing  case  study  in  fiscal  irresponsibil- 
ity is  one  of  those  rare  instances  in  United 
States  history  when  ttie  nch  Federal  Govern- 
ment has  oft-loaded  indebtedness  to  an  Amer- 
ican city. 

The  unfunded  indebtedness  has  rww  moved 
from  an  unfair  burden  to  a  crippling  threat  to 
the  ecorwmic  viability  of  the  District  of  Colunr>- 
bia.  The  District,  stil  strugglir)g  for  air  from  a 
recession  that  has  smothered  its  ecortomy,  is 
opposed  by  unfunded  pension  liability  created 
and  passed  on  by  the  Congress.  Whoever  is 
responsible,  however,  all  must  now  take  re- 
sponsibility. The  legislation  1  am  introduang 
today  will  accomplish  this  urgent  purpose. 

This  bill  would  enact  a  plan  that  is  the  result 
of  many  nrwnths  of  intensive  work  by  all— rep- 
resentatives from  the  affected  emptoyee 
groups,  retirees,  the  Council,  the  Mayor's  of- 
fice, the  General  Accounting  Offk:e,  the  Dis- 
tnct of  Columbia  Retirement  Board  and  the 
District  Committee  of  the  Congress.  All  la- 
bored together,  nxjnth  after  morrth.  hashed  out 
the  tough  issues,  and  ail  have  accepted  finar>- 
cial  responsibility. 
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My  bill  essentially  tracks  the  landmark  1990 
report  prepared  t^y  the  RMin  Commission 
(Alice  Rjvlin,  a  distinguished  economist  is  now 
Deputy  Director  of  the  Office  of  Martagement 
and  Budget  and  was  the  first  Director  of  the 
Congressional  Budget  Offk»).  an  objective 
outside  blue  ribbon  commissk)n.  Under  the 
bill,  retirees  woukj  receive  one  cost  of  living 
adiustment  per  year  rather  than  two,  and  the 
rate  of  contributions  from  emptoyees  woukl  ir>- 
crease  from  7  percent  to  8  percent  The  Dis- 
trict would  increase  its  conthbution  as  a  con- 
stant percent  of  payroll  at  a  5  percent  annual 
rate  as  currently  estimated  by  the  actuary.  Fi- 
nally, the  Congress  would  exterKJ  its  contnbu- 
tion  period  for  31  years,  from  fiscal  year  2005 
to  fiscal  year  2035,  arxj  woukJ  increase  its  cur- 
rent flat  conthbution  of  $52.1  million  per  year 
at  5  percent  for  30  years  starting  in  fiscal  year 
1996.  These  are  painful  prescrTptk)ns,  espe- 
cially for  the  retirees  and  enptoyees. 

It  is  impossible  to  overemphasize  ttie  impor- 
tarKe  of  this  legislation  to  the  fiscal  health  and 
stability  of  the  District  By  the  year  2004,  pen- 
sion and  interest  payments  will  alnriost  double 
to  15  percent  of  tt>e  Disthcfs  operatir)g  budg- 
et The  ck)ser  we  get  to  the  year  2004,  when 
the  formula  for  computing  the  Dtstricf s  portion 
of  the  payment  changes  and  the  small  Con- 
gressional  conthbution  both  expire,  the  greater 
the  dariger  of  ireparable  harm  to  the  city,  to 
pensioners,  and  to  city  empk)yee8. 

The  current  District  of  Columbia  Retirement 
Act  provkjes  for  Federal  and  Distrk^t  conthbu- 
tions  to  the  retirement  funds  through  2004. 
These  are  pay-as-you-go  contributions  that  do 
not  keep  the  unfunded  liability  from  increasing. 
Moreover,  the  Acf  s  funding  provtsk)ns  do  not 
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even  attempt  to  eliminate  unfunded  liability, 
tHJt  allow  interest  to  accrue  at  an  exponential 
rate. 

Under  the  act,  the  formula  for  determining 
District  contntxjtions  requires  the  Federal  Gov- 
ernment to  contribute  $52.1  million  and  the 
District  to  fund  the  rest.  Today  the  District  is 
paying  more  than  $300  million  out  of  its  an- 
nual operating  budget  to  meet  this  obligation, 
more  than  five  tin>es  the  Federal  contribution, 
consisting  almost  entirely  interest  on  ttie  ongi- 
nal  Federal  unfunded  liability. 

However,  in  2005,  the  cunrent  legislation  ex- 
pires and  the  District's  contribution  v^U  then 
rise  to  about  15  percent  of  the  revenue  col- 
lected by  the  Distiict  compared  to  8  percent  in 
1991.  By  2005,  the  unfunded  liability  will  reach 
$7.7  billion  and  without  new  legislation  all  of 
the  liability  would  fall  to  the  District. 

What  is  at  stake  in  the  t)iH  I  submit  today  is 
essentially  everything — the  stability  of  ttie 
city's  operating  budget  for  years  to  come  and 
the  pensiorts  of  the  affected  retirees  and  cur- 
rent employees.  Considering  the  nsk,  wt^t  is 
astonishing  is  that  this  dangerous  situation 
has  prevailed  for  so  long. 

My  bill  has  the  strong  support  of  Mayor 
Sharon  Pratt  Kelly  and  District  of  CohjnU>ia 
chair  David  Claric.  In  fact  Chairman  Clarice 
has  already  introduced  the  Full  Funding  of 
Pension  Liability  Retirement  Reform  Amend- 
ment Act  of  1994,  In  the  city  courKil.  I  am  at- 
taching a  copy  of  the  Clarke  bill  to  this  state- 
ment His  t)ilt  subnrutted  on  December  21, 
1993,  woukl  obligate  the  District  and  its  em- 
ployees and  retirees  to  assume  responsit>ility 
for  fc)y  far  the  largest  portion  of  the  unfunded 
pensk>n  liat)ility.  Chairman  Clarke  is  acting  to 
expedite  council  consideration.  He  has  placed 
his  bill  at  the  top  of  his  agerxla  as  I  have 
placed  this  bill  at  the  top  of  mine.  Indeed,  the 
coundl's  hearings  begin  today. 
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Because  of  the  extraordinary  importance  of 
this  bill,  I  am  taking  the  unusual  step  of  intro- 
ducing ttie  legislation  before  the  courKil  has 
passed  the  Claike  legislation.  Although  tt>e 
two  bills  are  directed  at  different  legislatures, 
there  are  home  rule  implications,  and  ordi- 
narily I  would  await  council  passage.  However, 
the  council  legislation  is  sponsored  by  12  of 
the  13  members,  and  mark  up  in  council  is  ex- 
pected on  Fetxuary  15.  Therefore,  1  can  intro- 
duce my  bill  today  wittxHit  fear  of  transgress- 
ing home  rule  and  thereby  also  expedite  con- 
gressional action. 

I  ask  my  colleagues  to  take  the  responsible 
actk)n  contingent  only  on  the  willingr)ess  of  the 
Distnct  government  and  the  effected  resklents 
and  empk)yees  to  assume  ttie  sacrifk»s  re- 
quired of  them  in  my  kMd  and  in  the  council 
legislatk>n.  Ttiis  is  not  a  problem  of  tf>eir  mak- 
ing. It  originated  here.  It  must  end  with  correc- 
tive actkMi  here. 
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Actuaries  and  Consulunu 

Suiie  400 

2445  M  Sucet  N  W 

Washingion,  DC  20037-1435 

Telephone:  202/429-9760 

Fax:  202/331-3387 

May  16,  1994 


D.C.  Retirement  Board 
1400  L  Street,  N.W. 
Suite  300 
Washington,  D.C.   20005 


Dear  Members  of  the  Board: 


At  your  request,  we  have  conducted  an  actuarial  study  of  the  proposed  legislation  to  eliminate 
the  unfunded  liability.  D.C.  Council  Bill  10-515,  The  Full  Funding  of  Pension  Liability 
Retirement  Reform  Amendment  Act  of  1994,  would  change  the  method  of  calculating  the 
District  payment,  would  request  increasing  the  Federal  payment,  and  would  change  the 
employee  contributions  and  cost-of-living  adjustments.  Delegate  Norton  has  introduced  HR 
3728  which  contains  the  same  provisions  except  for  the  change  in  the  District  payment. 

For  purposes  this  study,  we  assumed  that  Bill  10-515  be  passed  by  the  D.C.  Council  and  HR 
3728  would  be  approved  by  Congress.  At  your  request,  we  also  examined  the  impact  on  the 
District  payment  if  the  Federal  payment  were  extended  but  not  increased  or  remained 
unchangai.  ^^ 

The  data  and  assumptions  used  are  consistent  with  those  used  in  the  actuarial  valuation  report 
for  Fiscal  Year  1995.  We  believe  that  the  assumptions  used,  in  the  aggregate,  are  reasonably 
related  to  the  experience  of  the  Fund  and  the  retirement  program  and  to  reasonable 
expectations.  The  assumptions  also  represent  our  best  estimate  of  anticipated  future  experience 
of  the  plan. 


Albany  •  Adinla  •  Bosun  •  Clmaga  •  Onrimmi  •  DtBm  •  Dcovtr  •  Hartford  •  Houston 

TorfianapoKt  •  Irvioe  •  LosAngdea  *  MDwaukce  •  MmnrapoBi  •  NewYorii  •  Omahi  •  Philadelphia  •  Phoenis 

Pordand  •  Sc  Lads  •  Sah  Lake  Oty  •  San  Diego  •  San  Fnnciaco  •  Sealde  •  Tokjo  •  V/tebingloa,  D.C 

Inlemationally  WOODROW  MILLIMA.N 

Argentina  •  AtstraHa  •  Austria  •  Beigrum  •  Bermuda  •  Canada  •  Channel  Islands  •  Denmark 

France  •  Cermam  •  Ireland  •  Itah   •  Japan  •  Mexico  •  Nelhertands  •  Ne^  Zealand 

Plvl:.,-,:-.  ,    .    t-i    :.-    .    '..,.,1.  •■    •    f.  :•,  J  W  ,.  .H..".    •    Tit    .l«M-    .    •   'v    ..  I.,^:.  , 
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D.C.  Retirement  Board 
May  16,  1994 
Page  Two 


We  hereby  certify  that,  to  the  best  of  our  knowledge,  this  report  is  complete  and  accurate  and 
has  been  prepared  in  accordance  with  generally  recognized  and  accepted  actuarial  principles 
and  practices  set  forth  by  the  American  Academy  of  Actuaries. 


Sincerely, 


John  L.  Colberg,  A.S.A. 
Associate  Actuary 

Gene^.  Kalwarski,  F.S.A. 
Principal  &  Consulting  Actuary 
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EXECUTIVE  SUMMARY 


Overview  of  D.C.  Council  Bill  10-515 

The  Full  Funding  of  Pension  Liability  Retirement  Reform  Amendment  Act  of  1994 
(D.C.  Council  Bill  10-515)  is  intended  to  place  the  District  of  Columbia  Retirement 
Fund  on  a  sound  actuarial  basis  and  eliminate  the  unfunded  actuarial  liability  by  the 
year  2035.  The  proposed  legislation  would  affect  the  three  parties  currently 
contributing  to  the  Fund:  the  District  of  Columbia  government,  the  Federal 
government,  and  the  participants. 

The  main  effects  the  bill  are: 

•  The  unfunded  actuarial  liability  as  of  October  1,  1995,  would  be  eliminated  by 
the  end  of  fiscal  year  2035; 

•  The  current  formula  which  determines  the  District  payment  to  the  Fund  would 
be  changed  from  a  modified  net  pay-as-you-go  funding  method  to  an  entry  age 
normal,  level  percent  of  pay  funding  method; 

•  The  $52.07  million  payments  from  the  Federal  government  would  increase  by 
five  percent  annually  (the  first  increase  occurring  in  FY  1996)  and  be  extended 
through  fiscal  year  2035; 

•  Active  participants  would  be  required  to  contribute  and  additional  1  %  of  pay; 

•  The  number  of  cost-of-living  adjustments  to  retirees  would  be  reduced  from 
twice  annually  to  once;  and 

•  Police  officers  and  fire  fighters  who  retired  before  February  15,  1980,  would 
receive  cost-of-living  adjustments  based  on  the  consumer  price  index  rather  than 
on  the  active  participants'  pay  raises. 


Bill  10-515  also  requires  that,  with  respect  to  the  District  payment 

•  Plan  changes  enacted  after  October  1,  1995,  are  to  be  amortized  as  a  level 
percentage  of  payroll  over  25  years; 

•  Actuarial  gains,  losses,  and  assumption  changes  are  to  be  amortized  as  a  level 
percentage  of  payroll  over  15  years;  and 
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•  In  no  event  can  the  District  payment  be  less  than  $295.5  million. 

•  The  Retirement  Board  would  be  required  to  engage  an  actuary  and  pay  for  all 
actuarial  studies  for  benefit  changes. 

It  should  be  noted  that  the  provisions  of  Bill  10-515  which  propose  to  extend  the 
Federal  Payment  to  the  Funds  and  increase  the  Judges'  contributions  are  not  within  the 
Council's  legislative  authority.  These  provisions,  however,  are  duplicated  in  HR  3728. 


Overview  of  HR  3728 

On  January  25,  1994,  Delegate  Norton  introduced  HR  3728,  the  District  of  Columbia 
Pension  Liability  Funding  Reform  Act  of  1994.  HR  3728  contains  the  same  provisions 
described  above  for  Bill  10-515  except  for  the  provisions  changing  the  calculation  of 
the  District  payment.  That  is,  HR  3728  would  increase  and  extend  the  Federal 
payment,  would  increase  the  active  participants'  contributions,  and  would  change  the 
cost-of-living  adjustments  provided  to  retirees. 

This  study  looks  at  the  effects  ofHR  3728  in  conjunction  with  Bill  10-5 J 5.  References 
to  Bill  10-515  for  purposes  of  this  study  encompass  HR  3728,  as  the  provisions  of 
HR  3728  are  contained  within  Bill  10-515. 


Comments  on  the  Proposed  Legislation 

Under  the  current  law,  the  unfunded  actuarial  liability  is  allowed  to  grow  at  the  rate 
of  inflation  until  2004  and  then  remains  level.  Accordingly,  the  unfunded  actiiarial 
liability  would  never  be  paid  off  completely,  but  it  will  decline  in  real  dollars. 
Furthermore,  the  District  payments  are  expected  to  increase  as  a  percent  of  pay  until 
2005,  when  the  District's  contribution  will  be  over  70%  of  payroll. 

Bill  10-515  would  place  the  District  on  a  sound  actuarial  funding  method,  the  entry  age 
normal  cost  method.  This  funding  method  is  the  funding  method  most  commonly  used 
by  public  sector  plans.  Under  this  funding  method,  the  District  payment  would  remain 
level  as  a  percentage  of  payroll,  except  for  actuarial  gains  and  losses. 

The  purpose  of  the  entry  age  normal  funding  method  is  to  provide  a  contribution  that 
is  stable  as  a  percentage  of  payroll.  This  should  not  be  confused  with  the  disclosure 
requirements  under  GASB  Statement  Number  5.  The  purpose  of  GASH  5  is  to  provide 
a  uniform  method  of  disclosing  liabilities  for  the  public  including  investors  and  other 
interested  parties.  In  particular,  GASB  has  determined  that  a  standardized  measure  of 
funding  should  be  used  and  that  the  most  appropriate  and  most  comparable  fiinding 
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method  is  the  Prorata  Unit  Credit  method.  This  method,  however,  only  produces  a 
stable  contribution  rate  (as  a  percentage  of  payroll)  if  the  age/service  profile  of  the 
active  population  remains  unchanged  over  time. 

The  bill  also  calls  for  changes  in  the  unfunded  actuarial  liability  to  be  amortized;  after 
2004  the  current  law  does  not.  The  periods  selected  for  amortizing  the  initial  unKjnded 
actuarial  liability  and  for  amortizing  liabilities  due  to  actuarial  gains  and  losses, 
assumption  changes,  and  benefit  changes  fall  within  the  range  generally  considered 
reasonable  for  public  sector  plans. 

As  we  have  stated  in  our  last  three  valuations,  we  are  concerned  about  the  financial 
condition  of  the  fund.  In  the  aggregate  the  proposed  legislation  is  a  reasonable  attempt 
to  address  those  concerns  by  providing  an  actuarially  sound  basis  for  amortizing  the 
unfunded  liability  and  by  stabilizing  contributions  as  a  percentage  of  payroll. 
However,  the  allocation  of  contributions  between  the  District,  the  Federal  government, 
and  the  participants  is  a  matter  of  public  policy.  As  such,  Milliman  &  Robertson,  Inc., 
does  not  support  or  oppose  this  bill. 

It  should  be  noted  that  the  District  has  fully  funded  all  benefits  earned,  all  benefit 
changes,  and  all  actuarial  losses  (net  of  actuarial  gains)  since  taking  over  the  fund  in 
1979.  Therefore,  the  entire  unfunded  liability  can  be  attributed  to  that  which  was  in 
effect  in  1979.' 

In  Section  II  of  this  report,  we  look  in  detail  at  the  effect  of  this  bill  on  the  unfunded 
actuarial  liability  and  on  the  total  contributions  through  FY  2040.  In  Section  III  we 
show  the  effect  through  FY  2040  on  the  contributions  by  the  District,  the  Federal 
government,  and  the  participants.  Section  IV  examines  the  impact  of  the  actu?jial 
gains  and  losses  on  the  unfunded  actuarial  liability  and  on  the  total  required 
contributions.  Section  V  of  this  report  examines  the  impact  on  the  District  payment 
if  the  Federal  payment  is  not  changed  as  proposed. 


The  GAG  rtpofUd  ihii  7S<  of  the  unfunded  liability  ••  of  FY  1993  wtt  tuibuuble  lo  the  1979  uoAjoded  lubiliqr. 
However,  the  GAG  ippljed  the  Dinrict  paymenu  in  exceu  of  the  oonnal  coft  lo  reduce  the  iaurcfi  Accnjinj  oo  Ib«  1979 
unfunded  liibility. 
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SECTION  n 
PROJECTED  IMPACT  OF  THE  PROPOSED  LEGISLATION 
Introduction 

A  fundamental  principle  in  financing  the  liabilities  of  any  retirement  program  is  that 
the  cost  of  its  benefits  should  be  related  to  the  period  in  which  benefits  are  earned, 
rather  than  to  the  period  of  benefit  distribution.  Before  Home  Rule,  however,  this 
principle  was  not  followed.  The  liabilities  for  the  Retirement  Fund  were  financed  on 
a  "net  pay-as-you-go"  basis.  That  is,  the  Federal  government's  "contributions"  to  the 
plan  were  the  benefit  payments  less  any  employee  contributions. 

The  method  currently  used  to  calculate  the  District  payment  is  a  combination  of  the  net 
pay-as-you-go  funding  method  and  the  "entry  age  normal  actuarial  cost  method.*' 
Under  the  entry  age  normal  actuarial  cost  method,  a  level-percent-of-pay  employer  cost 
is  determined  which,  along  with  member  contributions,  will  pay  for  the  expected 
benefits  for  each  participant  by  the  time  he  or  she  retires.  The  level  percent  developed 
is  called  the  "normal  cost  percent,"  and  the  product  of  that  rate  and  payroll  is  the 
"normal  cost." 

The  portion  of  the  present  value  of  projected  benefits  which  will  not  be  paid  by  future 
normal  costs  is  called  the  "actuarial  liability."  The  difference  between  the  actuarial 
liability  and  the  funds  accumulated  as  of  the  same  date  is  referred  to  as  the  unfunded 
actuarial  liability  (UAL).  Unfunded  actuarial  liabilities  generally  exist  when  either  (1) 
past  contributions  were  less  than  the  normal  cost  or  (2)  the  actual  experience  of  the 
plan  is  less  favorable  than  was  expected.  In  order  to  prevent  the  UAL  from  growing, 
the  annual  contribution  must  be  at  least  equal  to  the  normal  cost  plus  interest  on  the 
UAL.    Actuarial  gains  and  losses  will  almost  certainly  cause  variations  in  the  UAL. 

Current  status  of  the  UAL 

As  of  the  most  recent  valuation  date,  the  UAL  under  the  entry  age  normal  method  was 
$5.0  billion.'  If  all  the  assumptions  are  realized,  the  UAL  will  grow  to  $6.1  billion 


7 
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The  ciJcuUUoa  o(  the  District  payment  it  described  io  fuflher  det«il  in  Section  m. 

The  District  of  Columbia  Reliremeni  Reform  Act  of  1979  defuKi  an  unfunded  actuarial  liabUily  equal  to  the  UAL  under  the 
entry  age  normal  method  leutbcpreaenlvalueoffuture  fedei^  obligatiooi  len  the  pre  tent  value  of  future  Diatxid  amoftizalioa 
paymenla.  This  'Statutory  UAL'  ia  used  oitly  to  determloe  the  Diatrid  coatributioo.  Since  it  includea  aotoe  future  Diatiict 
paytnenta  as  an  asael,  it  is  not  a  traditional  measure  of  the  UAL. 
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by  FY  2004.    This  is  because  the  Federal  and  Distiict  payments,  as  defined  by  law, 
will  be  less  than  the  net  normal  cost  plus  interest  on  the  UAL. 

After  2004  the  UAL  is  expected  to  remain  level,  since  the  District  payment  after  2004 
is  equal  to  the  net  normal  cost  plus  interest  on  the  UAL. 


The  effect  of  Bill  10-515  on  the  UAL 

Bill  10-515  develops  a  plan  for  eliminating  the  UAL  over  40  years.  Under  the  funding 
method  provided  for  in  the  current  law,  the  UAL  will  not  be  eliminated.  Under  the 
proposed  legislation,  the  UAL  initially  will  increase.  This  is  the  nature  of  level 
percent-of-pay  amortization.  In  the  earlier  years,  contributions  to  the  Fund  will  not 
fully  cover  the  interest  on  the  UAL.  However,  as  the  District  payment  increases  with 
payroll  and  as  the  Federal  payment  increases  5%  annually,  the  contributions  will  pay 
off  the  initial  UAL  in  40  years.  Furthermore,  the  initial  UAL  is  reduced  slightly 
because  of  the  reduction  in  the  COLA  from  twice  per  year  to  once  per  year. 

Graph  II- 1  below  compares  the  expected  development  of  the  UAL,  assuming  all 
assumptions  are  realized,  under  the  current  situation  and  under  the  bill. 
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In  addition  to  placing  the  fund  on  an  actuarially  sound  funding  basis,  the  District 
payment  should  stabilize  as  a  percent  of  pay  under  the  bill.  Graph  11-2  below  shows 
the  total  payments  to  the  fund  (District,  Federal,  and  participant)  through  FY  2040. 
Note  that  the  payments  under  the  bill  stabilize  at  approximately  62%  of  payroll  until 
the  initial  UAL  is  fully  amortized  when  the  payments  drop  to  just  over  30%  of  pay. 
Under  the  current  law,  the  payments  will  increase  to  over  78%  of  pay  in  2005  and  then 
gradually  fall. 
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SECTION  ni 

EFFECT  OF  THE  PROPOSED  LEGISLATION 
ON  THE  CONTRIBUTING  PARTIES 


The  District  of  Columbia  Retirement  Fund  receives  contributions  from  three  sources: 
the  Federal  government,  the  District  government,  and  the  participating  employees.  The 
proposed  bill  would  change  the  allocation  among  the  three  contributors  and  would 
increase  the  total  contributions  to  the  fund  over  the  next  40  years  to  pay  for  the 
unfunded  actuarial  liability. 


Current  Contributions 

Currently,  the  Federal  government  contributes  $52.07  million  annually  until  FY  2004, 
as  provided  for  in  the  current  law.  The  participants  contribute  7%  of  pay,  except  that 
judges  pay  3.5%  or  7%  depending  upon  whether  they  elect  survivor  coverage.  The 
District  payment  is  determined  by  the  statute. 

The  District  payment  is  the  sum  of  three  components: 

1.  The  lesser  of 

a.  the  net  pay-as-you-go  cost  or 

b.  net  normal  cost  plus  interest  on  the  statutory  UAL. 

The  net  pay-as-you-go  cost  is  equal  to  the  projected  benefit  payments  for  the 
fiscal  year  minus  the  anticipated  employee  contributions. 

The  net  normal  cost  equals  the  normal  cost,  which  represents  the  benefits 
earned  by  the  participants  in  that  year,  less  the  employee  contributions. 

The  statutory  UAL  is  equal  to  the  UAL  described  in  the  previous  section  less 
the  present  value  of  future  Federal  payments  less  the  present  value  of  the  future 
District  amortization  payments  described  in  component  (2)(a). 

2.  The  lesser  of 

a.  10-year  amortization  Oevel  dollar)  of  the  difference  between  the  current 
unfunded  liability  projected  to  2004  less  the  unfunded  liability  from 
1979  projected  to  2004 

b.  30%  of  the  net  pay-as-you-go  cost  for  teachers  and  judges  or  10%  of  the 
net  pay-as-you-go  cost  for  police/fire. 
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3.        The  25-yeai  amortization  of  the  present  value  of  any  changes  in  benefits 

Graph  III-l  shows  the  breakdown  of  contributions  by  the  Federal  government,  the 
employees,  and  the  District. 


Onpblll-l* 


Annual  Payments  ^ 

liw  ($  in  millions) 


under  current 


1995   2000   2005   2010   2015  2020  2025   2030   2035   2040 

Fiscal  Year 
District         Hi  Employees  □  Federal 


Contributions  under  the  proposed  legislation 

Under  the  proposed  legislation,  the  Federal  contribution  would  be  increased  by  5% 
annually,  with  the  first  increase  beginning  in  FY  1996.  The  Federal  payments  would 
also  be  extended  through  fiscal  year  2035.  The  present  value  of  the  increase  in  Federal 
payments  as  of  the  beginning  of  FY  1995  (October  1,  1994)  is  $1.1  billion. 
The  employees  would  be  required  to  contribute  an  additional  one  percent  of  their  pay 
toward  the  retirement  program.  In  addition,  the  teachers,  police  officers,  and  fire 
fighters  who  have  been  receiving  COLA  increases  twice  annually  would  receive  them 
once  annually. 

As  a  result  of  Bill  10-515,  the  District's  contribution  would  be  on  an  actuarially  funded 
basis.  In  an  actuarially  funded  system,  the  contribution  generally  consists  of  two 
components:  (1)  a  normal  cost,  which  pays  for  benefits  being  earned,  and  (2) 
amortization  of  the  unfunded  actuarial  liability  (UAL),  which  pays  for  benefits 
previously  earned  but  not  paid.   The  actuarial  cost  method  proposed  in  the  bill  is  the 


\i 


Wcr  to  Tibk  in  m  Appendix  B  for  the  vktuc*  cooUiDed  in  Ihc  traph. 

A 


III-2 


MILLIMAN  &  ROBERTSON,  INC. 


183 


same  one  currently  used  to  develop  the  normal  cost  and  the  actuarial  liability,  the  entry 
age  normal  actuarial  cost  method.  This  actuarial  cost  method  is  the  one  most 
commonly  used  by  public  sector  retirement  plans. 

The  initial  unfunded  liability  would  be  amortized  over  40  years.  Any  changes  in 
benefits  would  be  amortized  over  25  years.  All  assumption  changes  and  actuarial  gains 
and  losses  would  be  amortized  over  15  years.  The  amortization  would  be  as  a  level 
percent  of  pay,  an  approach  commonly  used  for  public  sector  plans. 

The  breakdown  of  contributions  by  the  Federal  government,  the  employees,  and  the 
District  under  the  bill  are  shown  in  Graph  III-2. 


Graph  m-f 


$3,000 
$2,500 
$2,000 
$1,500 
$1,000 
$500 
$0 


Annual  Payments 

under  Bill  10-515  JS  in  mUlioas) 


0 


Dfl 


1995   2000   2005   2010   2015   2020  2025   2030  2035   2040 

Fiscal  Year 
^District        ^Employees  CJ Federal 


Rc/o  10  Tibk  tn  b  Appeadii  B  for  (he  vilun  cooUiaErf  m  tx  |f^h. 

A 


\ 


III-3 


MILLIMAN  &  ROBERTSON,  INC 


184 
SECTION  rv 

EFFECT  OF  ACTUARIAL  GAINS  AND  LOSSES 


The  previous  sections  make  the  assumption  that  no  actuarial  gains  or  losses  would 
occur  in  the  future.  This  section  analyzes  the  impact  on  the  unfunded  actuarial  liability 
and  on  the  total  payments  to  the  fund  if  actuarial  gains  and  losses  were  to  occur. 

After  2004  the  current  statute  provides  no  provision  to  account  for  any  of  these  changes 
in  the  UAL.  Bill  10-515  would  require  that  the  District  amortize  assumption  changes 
and  actuarial  gains  and  losses  over  a  period  of  15  years.  All  plan  changes  would  be 
amortized  over  25  years. 

Under  the  current  law,  gains  and  losses  will  have  a  dramatic  increase  on  the 
contribution  rate  until  2004,  when  gains  and  losses  will  have  a  diminished  effect  on  the 
District  payment.  This  is  because  until  2004  the  unfunded  liability  is  measured  against 
ihe  expected  unfunded  liability  projected  from  that  determined  in  1979  and  amortized 
as  a  level  dollar  amount  over  10  years.  After  2004,  the  gains  and  losses  are  never 
amortized,  only  the  interest  is  paid. 

Graph  IV- 1  shows  the  impact  on  the  UAL  through  2040  assuming  a  $0.5  billion  loss 
in  2004  and  a  $1 .0  billion  loss  in  2024.  Under  the  current  law,  the  UAL  stays  at  the 
increased  level.    Under  the  bill,  each  increase  is  paid  off  over  15  years. 


CnpbIV-1 


Unfunded  Actuarial  Liability 

assuming  losses  in  2004  and  2024 


1995    2000    2005    2010    2015    2020    2025    2030    2035    2040 

Fiscal  Year 

.^current  law  _^  Bill  10-515 
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Graph  IV-2  shows  the  impact  on  the  total  payment  which  corresponds  with  the  losses 
depicted  above.  Notice  that,  with  a  loss  of  $0.5  billion,  the  payment  increases  by 
about  4%  of  pay  for  15  years.  After  15  years  the  payments  return  to  what  they  would 
have  been  had  the  loss  not  occurred.  The  second  loss  of  $1.0  billion  increases  the 
contribution  by  about  3  %  of  pay  until  2040',  when  the  contribution  returns  to  just  over 
30%. 
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Conversely,  an  actuarial  gain  would  decrease  the  UAL  under  the  current  situation. 
Under  the  bill,  the  decrease  in  UAL  is  credited  toward  the  District  payment  for  15 
years.  Significant  actuarial  gains  can  easily  cause  the  UAL  to  become  negative  once 
the  initial  UAL  is  fully  amortized.  This  effect  is  shown  in  Graph  rV-3,  which 
demonstrates  the  impact  of  a  $0.5  billion  gain  in  2004  and  a  $1.0  billion  gain  in  2024. 
Notice  how  the  unamortized  portion  of  the  actuarial  gain  causes  the  UAL  to  become 
negative  in  FY  2036. 
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Graph  IV-3 


Unfunded  Actuarial  Liability 

assuming  gains  in  2004  and  2024 


1995    2000    2005    2010    2015    2020    2025    2030    2035    2040 

Fiscal  Year 

^_  current  law  .^  Bill  10-515 


The  contribution  pattern  which  reflects  the  gains  occurring  above  is  shown  in  the 
following  graph.  Notice  how  the  contribution  rate  drops  after  a  gain,  but  returns  to 
its  previous  level  once  the  gain  is  fully  amortized. 
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Regardless  of  the  actuarial  gains  and  losses,  the  initial  UAL  as  of  October  1,  1995 
would  be  fully  amortized  by  October  1,  2035  (FY  2036).  In  all  likelihood,  there  will 
be  some  small  remaining  UAL— either  positive  or  negative-due  to  unamortized  plan 
changes,  assumptions  changes,  or  actuarial  gains  and  losses. 
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SECTION  V 


EFFECT  OF  CHANGES  IN  THE  FEDERAL  PAYMENT  ON  THE  DISTRICT 


The  proposed  legislation  calls  for  the  Federal  government  to  increase  it's  contribution 
to  the  Fund  by  5%  annual  and  to  extend  it  through  FY  2035.  The  purpose  of  this 
section  is  to  show  the  effect  on  the  District  payment  if  the  Federal  government  does 
not  agree  to  this  increased  payment. 

Under  current  law  the  District  will  continue  to  receive  $52.1  million  a  year  from  the 
Federal  Government  until  2004  and  the  District  contribution  will  steadily  increases  to 
just  over  71%  of  payroll  in  2005  and  then  steadily  decrease  to  around  32%  in  2040. 
Under  Bill  10-515  the  District  contribution  stabilizes  around  44%  and  then  drops  to  just 
over  22%  when  the  UAL  is  fully  amortized. 

We  have  examined  the  effect  of  two  alternatives  on  the  District  payment.  Alternative 
I  would  have  the  District  enact  Bill  10-515  except  that  the  contribution  received  from 
the  Federal  government  would  be  extended  through  the  year  2035,  but  remain  at  a  level 
$52.1  million  annually.  Under  this  assumption  the  District  payment  would  stabilize  at 
just  under  50%  of  payroll  until  the  UAL  is  fully  amortized  when  payments  drop  to  just 
over  22%  of  pay.  Alternative  II  would  have  the  District  enact  Bill  10-515,  but  there 
would  be  no  change  in  the  contributions  made  by  the  Federal  government  from  current 
law.  Under  the  second  scenario  the  payment  stabilizes  at  just  over  52%  of  payroll  and 
drops  to  just  over  22%  when  the  UAL  is  fully  amortized. 

Graph  V-1  below  shows  the  District  payment  as  a  percent  of  payroll  for  the  current, 
proposed  Bill  10-515  and  both  assumptions.  Table  V  shows  the  District  payment  under 
these  four  conditions. 
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TABLE  V 


COMPARISON  OF  DISTRICT  CONTRIBUTIONS 
MiUioat  -  Percent  of  Pty 


Current  Law 

Bill  10- 

-515 

Altemativ* 
1 

Anamitiv*      1 

1995 

$297i 

53.8% 

J2975 

53.8% 

$2975 

53.8% 

II 
$2975 

53.8% 

1996 

320^ 

555% 

295.5 

51.0% 

295.5 

51.0% 

304.1 

52.4% 

1997 

343  i 

56.4% 

295.5 

48.5% 

304.8 

50.1% 

319.4 

52J% 

199a 

367.4 

57.5% 

295.5 

465% 

320.1 

50.1% 

335.4 

5i5% 

1999 

393.4 

58.6% 

300.0 

44.7% 

336.1 

50.1% 

3525 

52J% 

2000 

420.9 

59.7% 

314.9 

44.7% 

352.9 

50.1% 

369.7 

52J% 

2001 

448.5 

60.6% 

330.8 

44.7% 

370.5 

50.1% 

3885 

52i% 

2002 

475.6 

615% 

3475 

44.7% 

J89.1 

50.1% 

407.7 

52.5% 

2003 

503.9 

61.8% 

364.8 

44.7% 

408.6 

50.1% 

4285 

52.5% 

2004 

531.7 

62.1% 

382.9 

44.7% 

429.1 

50.1% 

449.7 

52.5% 

2005 

640.3 

715% 

399.9 

44.5% 

447.S 

49.8% 

4695 

52  2% 

2006 

651.0 

68.9% 

419.0 

44.4% 

469.1 

49.7% 

491 J 

52.0% 

2007 

662.3 

66.8% 

439J 

44.4% 

492.5 

49.7% 

515J 

52.0% 

2008 

674.1 

64.7% 

461.9 

44.4% 

517.1 

49.7% 

541.8 

52.0% 

2009 

686.5 

62.8% 

485.0 

44.4% 

543.0 

49.7% 

568.7 

52il% 

2010 

699.6 

60.9% 

509.3 

44.4% 

5705 

49.7% 

5975 

52.0% 

2011 

7135 

595% 

534.7 

44.4% 

598.8 

49.7% 

627.0 

52.0% 

2012 

727.8 

57.5% 

561.5 

444% 

628.6 

49.7% 

658.4 

52.0% 

2013 

742.7 

55.9% 

589.5 

44.4% 

660.0 

49.7% 

691.3 

52.0% 

2014 

758.5 

54.4% 

619.0 

44.4% 

693.0 

49.7% 

725.9 

5^0% 

2015 

775.1 

52.9% 

650.0 

44.4% 

727.7 

49.7% 

7625 

52.0% 

2016 

792.6 

51.5% 

682.5 

44.4% 

764.1 

49.7% 

eooj 

52.0% 

2017 

810.9 

505% 

716.8 

44.4% 

802.3 

49.7% 

840.3 

52.0% 

2018 

830i 

48.9% 

752.4 

44.4% 

842.4 

49.7% 

882.3 

5i0% 

2019 

850.4 

47.7% 

790.0 

44.4% 

884.5 

49.7% 

926.4 

52.0% 

2020 

871.6 

46.6% 

829.6 

44.4% 

328.8 

49.7% 

972.8 

52.0% 

2021 

893.9 

45.5% 

871.0 

44.4% 

975.1 

49.7% 

1,021.4 

5Z0% 

2022 

917.3 

44.5% 

914.8 

444% 

1,023.9 

49.7% 

1,072.5 

52.0% 

2023 

941.9 

43.5% 

960.3 

44.4% 

1.075.1 

49.7% 

1,126.1 

52.0% 

2024 

967.7 

42.6% 

1 .008.3 

44.4% 

1,128.9 

49.7% 

1.182.4 

52.0% 

2025 

994.7 

41.7% 

1 .058.7 

44.4% 

1,185.3 

49.7% 

1541.5 

52.0% 

2026 

1 .0235 

40.8% 

1,111.7 

44.4% 

1544.6 

49.7% 

1 .303.6 

52.0% 

2027 

1,053.0 

40.0% 

1,167.3 

44.4% 

1.306.9 

49.7% 

1.368.8 

52.0% 

2028 

1,084.4 

395% 

1525.6 

44.4% 

1.372.1 

49.7% 

1,4375 

52.0% 

2029 

1,117.3 

38.5% 

1586.9 

44.4% 

1,440.8 

49.7% 

1.509.1 

52.0% 

2030 

1,151.9 

37.8% 

1,351.3 

44.4% 

1,512.9 

49.7% 

1,584.6 

52.0% 

2031 

1.1885 

37.1% 

1,418.8 

44.4% 

1,588.4 

49.7% 

1,663.8 

52.0% 

2032 

1526.3 

36.5% 

1.489.8 

44.4% 

1,667.9 

49.7% 

1,747.0 

52.0% 

2033 

1566.3 

35.9% 

1,5645 

44.4% 

1,7515 

49.7% 

1,834.3 

57  0% 

2034 

1.308.3 

35.3% 

1,642.5 

44.4% 

1,838.9 

49.7% 

1,926.1 

SZO% 

2035 

1.352.4 

34.8% 

1,724.6 

44.4% 

1,930  J 

49.7% 

2,022.4 

52  0% 

2036 

1.398.8 

34.3% 

910.8 

22J% 

910.8 

22.3% 

910  J 

22J% 

2037 

1.447.4 

33.8% 

956.3 

22.3% 

9S6J 

22.3% 

9S«J 

723% 

2038 

1.498.5 

33.3% 

1,004.1 

722% 

1.004.1 

22.3% 

1.004.1 

273% 

2039 

1,552.1 

32.8% 

1,054.4 

??3% 

1.054.4 

22.3% 

1,054.4 

22J% 

2040 

1,608.4 

32.4% 

1,107.1 

22.3% 

1,107.1 

22.3% 

1J07.1 

223% 
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chan(ci  or  cbangci  lo  Uie  actuarial  anumptioat.  Rebx  to  Appendix  A  (or  further  detail  on  the  actuarial 
asumptioni. 

These  projcdiont  ire  based  on  (he  program  provisions  as  summarized  in  the  October  1, 1993  aduahit 
valuation  report  (or  the  Fiscal  Year  1995  as  amended  by  Public  Law  103--127. 

Alternative  I  -  Federal  payment  would  be  extended  through  the  year  2035,  but  remain  at  a  Ind 

SS2.1  minion  annually. 

Alteinatiwc  II  -  Federal  payment  would  remain  at  $52.1  million  annuaDv  and  would  cease  after  2001 
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Appendix  A  —  Actuarial  Assumptions  and  Data 

The  actuarial  assumptions  and  the  data  used  for  this  study  were  identical  to  those 
used  for  the  October  1,  1993,  actuarial  valuation  for  Fiscal  Year  1995.  Where 
necessary,  additional  assumptions  were  made  as  follows: 

>■  Investment  return  assumptions:  1%  compounded  annually 

>  Increases  in  total  payroll:  5%  annually 
>•  Increases  in  cost-of-living:  5%  annually 

>  New  entrants  occur  so  that  the  active  populations,  in  aggregate,  remain  stable 
over  time 

>  The  effect  of  Public  Law  103-127  is  reflected  in  this  study. 

>■  Except  as  indicated,  no  gains  and  losses  are  incuned  by  the  Fund. 

>•  There  will  be  no  changes  in  benefits  or  changes  in  the  actuarial  assumptions. 

>-  All  Federal,  District,  and  employee  contributions  are  made  in  fulL  Federal 
payments  are  assumed  to  be  made  at  the  beginning  of  the  fiscal  year.  All 
other  payments  are  assumed  to  be  made,  on  average,  in  the  middle  of  the 
fiscal  year. 
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TABLE  11-1 


UNFUNDED  ACTUARIAL  LIABILITY 

Billioot 


CURRENT  LAW 

BlU.  10-515 

1995 

$5.1 

(5.0 

1996 

5.3 

5.2 

1997 

5.4 

5.3 

1998 

5.5 

5.4 

1999 

5.6 

5.6 

2000 

5.7 

5.S 

2001 

5.8 

6.0 

2002 

5.9 

6.2 

2003 

6.0 

6.3 

20&« 

6.0 

6.5 

2005 

6.1 

6.7 

2006 

6.1 

6.9 

2007 

6.1 

7.0 

2008 

6.1 

7.2 

2009 

6.1 

7.3 

2010 

6.1 

7.5 

2011 

6.1 

7.6 

2012 

6.1 

7.6 

2013 

e.i 

7.9 

2014 

6.1 

8.0 

2015 

6.1 

8.1 

2016 

6.1 

8.1 

2017 

6.1 

8.2 

2018 

6.1 

8.2 

2019 

6.1 

8.2 

2020 

6.1 

8.2 

2021 

6.1 

8.2 

2022 

6.1 

8.1 

2023 

6.1 

7.9 

2024 

6.1 

7.8 

2025 

6.1 

7.5 

2026 

e.1 

7.3 

2027 

6.1 

6.9 

2028 

6.1 

6.5 

2029 

6.1 

6.0 

2030 

6.1 

5.5 

2031 

6.1 

4.8 

2032 

S.1 

4.1 

2033 

«.1 

a.3 

2034 

6.1 

&s 

2035 

6.1 

1.2 

2038 

6.1 

0.0 

2037 

6.1 

0.0 

2038 

6.1 

0.0 

2039 

6.1 

ao 

2040 

6.1 

0.0 

V 


The  values  in  the  ubie  asume  all  actuarial  assumpliooi  are  realized,  and  that  there 
are  no  bcncTiI  chanja  or  chan{o  to  the  actaarial  aBumpiiona.  Refer  to  Appendix  A 
for  further  detail  OD  the  actuarial  aaumpiJODa. 

These  prq'ectioot  are  based  os  the  pro{ram  proviaioBS  ii  aummarized  is  (he 
October  1,  1993  actuarial  valuation  report  for  the  Focal  Year  199S  ta  amended  by 
Public  Law  103-ia. 
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TABLE  11-2 
TOTAL  PAYMENTS  TO  THE  FUND 

percent  ol piyroil 


CURRENT  LAW 

BlU  10-515 

1995 

70.4% 

70.4% 

1996 

71.3% 

68.5% 

1997 

720% 

66.1% 

1998 

7^7% 

63.8% 

1999 

73.5% 

6Z3% 

2000 

742% 

62.2% 

2001 

74.8% 

62.2% 

2002 

75.0% 

62.2% 

2003 

75.3% 

6Z2% 

2004 

75.3% 

623% 

2005 

78.3% 

620% 
61.9% 

2006 

76.0% 

2007 

73.9% 

61.9% 

2008 

71.8% 

61.9% 

2009 

69.9% 

61.9% 

2010 

68.0% 

61.9% 

2011 

66.3% 

61.9% 

2012 

64.6% 

61.9% 

2013 

63.0% 

61.9% 

2014 

61.5% 

61.9% 

2015 

60.0% 

61.9% 

2016 

58.6% 

61.9% 

2017 

57.3% 

61.9% 

2018 

56.1% 

61.9% 

2019 

54.9% 

61.9% 

2020 

53.7% 

61.9% 

2021 

52.6% 

61.9% 

2022 

51.6% 

61.9% 

2023 

50.6% 

61.9% 

2024 

49.7% 

61.9% 

2025 

48.8% 

61.9% 

2026 

47.9% 

61.9% 

2027 

47.1% 

61.9% 

2028 

46.4% 

61.9% 

2029 

45.6% 

61.9% 

2030 

449% 

61.9% 

2031 

44.3% 

61.9% 

2032 

43.6% 

61.9% 

2033 

43.0% 

61.9% 

2034 

4^4% 

61.9% 

2035 

41.9% 

61.9% 

2036 

41.4% 

3a4% 

2037 

40.9% 

3a4% 

2036 

40.4% 

3a4% 

2039 

40.0% 

3a4% 

2040 

39.5% 

3a4% 

V 


The  vaJua  io  the  ubie  assume  ill  actuarial  auumpUooi  are  realized,  and  that  there 
are  no  beneTil  chanjc*  or  chanjcs  to  the  aauarial  assumpiJOBS.  Refer  to  Appendix  A 
for  funho'  detail  on  the  actuarial  asaumpciou. 

Tbeie  projcclJoDS  are  based  on  the  program  proviiioot  as  lummarized  in  the 
October  1,  1993  actuarial  valuation  report  for  the  Fiaol  Year  1995  u  amended  by 
Public  Uw  103-127. 
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TABLE  III 

COMPARISION  OF  CONTRIBUTIONS 

milUooM 


CURRENT  LAW 

BILL  10 

-515 

Dittrid 

Federal 

Employe* 

Total 

Oittrirt 

Federal 

Employee 

Total 

1995 

$297.2 

J52.1 

$39.7 

$389.0 

$297.2 

$52.1 

$39.7 

$389.0 

1996 

320.2 

52.1 

41.2 

413.5 

2955 

54,7 

47.1 

397.3 

1997 

3432 

52.1 

43.3 

438.6 

295.5 

57.4 

49.5 

40Z4 

1998 

367.4 

52.1 

45.5 

465.0 

2955 

60.3 

5^0 

407.8 

1999 

393.4 

5Z1 

47.7 

493.2 

300.0 

63.3 

545 

417.8 

2000 

420.9 

5i1 

50.1 

523.1 

314.9 

66.5 

57.3 

438.7 

2001 

448.5 

5i1 

52.6 

553.2 

330.6 

69.8 

60.1 

460.5 

2002 

475.6 

52.1 

55.3 

583.0 

347.2 

73.3 

63.1 

483.6 

2003 

503.9 

52.1 

58.0 

614.0 

364.6 

76.9 

66.3 

507.8 

2004 

531.7 

52.1 

60.9 

644.7 

382.9 

80.8 

69.6 

533.3 

2005 

640.3 

0.0 

64.0 

704.3 

399.9 

84.8 

73.1 

557.8 

2008 

651.0 

0.0 

67.2 

718.2 

4190 

89.1 

76.8 

584.9 

2007 

662.3 

0.0 

70.5 

732.8 

439.9 

935 

60.6 

614.0 

2008 

674.1 

0.0 

740 

748.1 

461.9 

98.2 

84.6 

644.7 

2009 

686  5 

0.0 

77.7 

764.2 

4850 

103.1 

88.9 

677.0 

2010 

6996 

0.0 

81.6 

781.2 

509.3 

1082 

93.3 

710.8 

2011 

7132 

0.0 

85.7 

798.9 

534.7 

113.7 

980 

748.4 

2012 

7276 

0.0 

90.0 

817.6 

561.5 

119.3 

10Z9 

783.7 

2013 

74i7 

0.0 

94.5 

837.2 

5895 

125.3 

108.0 

822.8 

2014 

758.5 

0.0 

99.2 

857.7 

6190 

131.6 

113.4 

864.0 

2015 

775.1 

0.0 

104.2 

879.3 

650.0 

138.2 

119.1 

907.3 

2018 

79Z6 

0.0 

109.4 

902.0 

682.5 

145.1 

125.0 

95^6 

2017 

810.9 

0.0 

114.9 

925.8 

716.6 

152.3 

131.3 

1.000.2 

2018 

830.2 

0.0 

120.8 

950.8 

75i4 

159.9 

137.8 

1,050.1 

2019 

850.4 

0.0 

126.6 

977.0 

790.0 

167.9 

144.7 

1,102.6 

2020 

871.6 

0.0 

133.0 

1,004.6 

829.6 

176.3 

152.0 

1,157.9 

2021 

8939 

0.0 

139.6 

1.033,5 

871.0 

185.1 

159.6 

1,215.7 

2022 

9173 

0.0 

146.6 

1.063.9 

9146 

194.4 

167.5 

1,278.5 

2023 

941.9 

0.0 

153.9 

1.095.8 

960.3 

204.1 

175.9 

1,340.3 

2024 

967.7 

0.0 

161.8 

1,129.3 

1,008.3 

214.3 

184.7 

1,407.3 

2025 

994.7 

0.0 

169.7 

1,164.4 

1,058.7 

225.0 

194.0 

1,477.7 

2026 

1,023  2 

0.0 

178.2 

1,201.4 

1,111,7 

236.3 

203.7 

1,551.7 

2027 

1.053.0 

0.0 

187.1 

1.240.1 

1,1673 

248.1 

213.8 

1.629.2 

2028 

1.084.4 

0.0 

196.5 

1,280.9 

1.2256 

260.5 

224  5 

1,710.6 

2029 

1.117.3 

0.0 

206.3 

1,323.6 

1.2869 

273.5 

235.8 

1,796.2 

2030 

1.151.9 

0.0 

216.6 

1,368.5 

1,351.3 

267.2 

247.5 

1,886.0 

2031 

1,188.2 

0.0 

227.4 

1,415.6 

1,418.8 

301.6 

259.9 

1,980.3 

2032 

1,226.3 

0.0 

238.8 

1,465.1 

1,489.8 

318.7 

272.9 

2.079.4 

2033 

1.266.3 

0.0 

250.7 

1,517.0 

1.564.2 

33?  S 

286.6 

a  183.3 

2034 

1,308.3 

0.0 

263.3 

1.571.6 

1.642.5 

349.1 

300.9 

2,292.5 

2035 

1,352.4 

0.0 

276.4 

1,628.8 

1.724.6 

366.6 

315.9 

2,407.1 

2036 

1,398.8 

0.0 

290.3 

1,689.1 

910.8 

0.0 

331.7 

l,24i5 

2037 

1.447.4 

0.0 

304.8 

1,752.2 

956.3 

0.0 

348.3 

1,304.6 

2038 

1.498.5 

0.0 

320.0 

1,818.5 

1,004.1 

0.0 

365.7 

1.369.8 

2039 

1,552.1 

0.0 

336.0 

1.888.1 

1,054.4 

0.0 

384.0 

1.438.4 

2040 

1,608.4 

0.0 

35^8 

1,961.2 

1,107.1 

0.0 

403.2 

1.510.3 

Tbe  values  in  the  table  auume  all  sciuahal  assumpUoiu  are  realized,  and  that  there  are  oo  beoeTit  chasjea  cr 
chaD|e*  to  tbe  actuarial  assumpUoia.  Refer  to  Appendix  A  for  further  deuil  on  tbe  actuarial  aaaumption*. 

Tbcae  projection!  arr  baaed  on  tbe  profram  proviaiona  aa  aummarued  in  tbe  October  1,  1993  aduiilal 
valuation  report  for  tbe  Fiacal  Year  199S  aa  amended  by  Public  Law  103-127. 
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Appendix  C  —  Summary  of  the  Provisions  of  the  Programs 

Table  of  Contents 

Page 
Teachers'  Retirement  Program  C- 1 


Police  Officers  and  Fire  Fighters' 

Retirement  Program  C-5 


D.C.  Judges'  Retirement  Program  C-9 
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Summary  of  Program  Provisions: 

District  of  Columbia  Retirement  Program  for  Teachers 


1.  Membership 

Permanent,  temporary,  and  probationary  teachers  for  the  District  of  Qjlumbia 
public  day  schools  become  members  automatically  on  their  date  of  employment 
Other  employees  covered  by  the  Teachers'  Salary  Act — including  bTsrarians, 
principals,  and  counselors — also  become  members  on  their  date  of  employ- 
ment Substitute  teachers  and  employees  of  the  Department  of  School  Attendance 
and  Work  Permits  are  not  covered 

2.  Required  Member  Contributions 

Members  contribute  7%  of  annual  pay  minus  any  pay  received  for  summer 
school. 

3.  Voluntary  Member  Contributions 

Members  can  contribute  up  to  10%  of  armual  pay  toward  an  aimuity  in  addition 
to  any  vested  pension. 

4.  Service 

School  Service  -  one  year  of  school  service  is  granted  for  each  year  of  employment 
with  the  D.C.  public  day  schools. 

Credited  Service  -  service  granted  in  addition  to  school  service 

5.  Voluntary  Retirement 

Eligibility  -  age  62  with  5  years  of  school  service;  age  60  with  20  years  of 
total  service,  including  5  years  of  school  service;  age  55  with  30  years  of 
total  service,  including  5  years  of  school  service. 

BeneSt  -  1.5%  of  3-year  average  pay  times  service  up  to  5  years,  plus  1.75%  of 
average  pay  times  service  between  5  and  10  years,  plus  2%  of  average  pay 
times  service  over  10  years,  with  each  period  subject  to  a  minimum  benefit 
of  1%  of  average  pay  +  $25. 
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6.  Involuntary  Retirement 

Eligibility-  retired  involuntarily  for  reasons  other  than  misconduct  or  delinquency 
with  25  years  of  total  service,  including  5  years  of  school  service;  or  age  50 
with  20  years  of  total  service,  including  5  years  of  school  service. 

BeneGt  -  Voluntary  Retirement  benefit  reduced  1/6%  per  month  (2%  per  year) 
that  date  of  retirement  is  before  age  55. 

7.  Disability  Retirement 

Eligibility  -  5  years  of  school  service  and  a  physical  or  mental  disability  that 
prevents  the  member  from  performing  his/her  job. 

Benefit  -  Voluntary  Retirement  benefit  subject  to  a  minimum  of  the  lesser  of 
40%  of  average  pay  or  the  benefit  that  the  member  would  receive  projecting 
service  to  age  60. 

8.  Deferred  Vested  Retirement 

Eligibility  -  5  years  of  school  service 

BeneSt  -  Voluntary  Retirement  benefit  beginning  at  age  62. 

9.  Lump  Sum  Death  Benefit 

Eligibility  -  death  before  completion  of  18  months  of  school  service  or  death 
without  an  eligible  spouse,  child,  or  parent. 

BeneGt  -  Refund  of  paid  contributions 

10.  Installment  Benefits  Payable  upon  Death 

Spouse  Only 

Eligibility  -  death  before  retirement  and  married  for  at  least  two  years  or  have 
a  child  by  the  marriage 

BeneGt  -  55%  of  the  Voluntary  Retirement  benefit  subject  to  the  minimums 
specified  in  the  Disability  Retirement  Benefit 
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Spouse  and  Dependent  Children 

Eligibility  -  for  the  spouse,  as  described  above;  for  the  children,  unmarried  and 
under  18,  22  if  full-time  student,  or  any  child  dependent  because  of  a 
disability  incurred  before  age  18.  Death  does  not  have  to  occur  before 
retirement  for  the  children's  beneSts. 

Benefit  -  spouse  benefit  as  described  above  plus  a  benefit  per  child  of  the  lesser 
of  60%  of  average  pay  divided  by  the  number  of  children,  $900,  or  $2,700 
divided  by  the  number  of  children;  payable  until  the  children  are  no  longer 
eligible. 

Dependent  Children  Only 

Eligibility  -  same  as  the  children's  benefit  above. 

BeneGt  -  per  child,  the  lesser  of  75%  of  average  pay  divided  by  the  number  of 
eligible  children,  $1,080,  or  $3,240  divided  by  the  number  of  children  payable 
until  the  children  are  no  longer  eligible. 

Surviving  Parents  Only 

Eligibility  -  death  before  retirement  and  no  eligible  spouse  or  children,  and 
parents  receive  at  least  one-half  of  their  total  income  fi^om  member. 

BeneGt  -  spouse  benefit  as  described  above 

11.  Cost- of- Living  Adjustments 

All  pensions  (except  any  additional  pension  from  voluntary  contributions) 
receive  increases  each  March  and  September.  The  March  increase  reflects  the 
change  in  the  Consumer  Price  Index  (all  items  -  U.S.  City  average)  between 
June  and  December  of  the  previous  year.  The  September  increase  reflects  the 
change  between  previous  December  and  June. 

12.  Form  of  Payment  Options 

Normal  Form  of  Payment  -  Single  Life  Annuity 

Joint  and  55%  Survivor  (to  spouse)  -  The  original  benefit  is  reduced  by  2.5%  of 
armual  pension  up  to  $3,600,  plus  10%  of  any  amount  over  $3,600. 
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Variable  Survivor  —  A  joint  and  55%  survivor  annuity  with  the  original  benefit 
reduced  10%  plus  an  additional  5%  for  each  full  5  years,  up  to  25  years,  the 
survivor  is  younger,  with  a  total  reduction  of  40%  for  any  survivor  who  is  25 
or  more  years  younger. 

Insurance  Option  -  benefits  may  be  reduced  and  the  balance  used  to  purchase 
life  insurance. 

13.  Benefit  Changes  Since  Most  Recent  Valuation 

None. 

Benefit  Changes  in  Bill  10-515 


2.    Required  Member  Contributions 

Members  contribute  8%  of  annual  pay  minus  any  pay  received  for  summer 
school. 

11.  Cost-of- Living  Adjustments 

All  pensions  (except  any  additional  pension  from  voluntary  contributions) 
receive  increases  each  March.  This  increase  reflects  the  change  in  the 
Consumer  Price  Index  (all  items  -  U.S.  City  average)  between  each  December. 
Increases  are  prorated  for  pensions  which  have  not  been  in  effect  for  twelve 
months. 
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Summary  of  Program  Provisions: 
Retirement  Program  for  District  of  Columbia 
Police  Officers  and  Fire  Fiebters 


1.  Membership 

All  police  officers  and  fire  fighters  of  the  District  of  Columbia  members 
automatically  on  their  date  of  employment.  Police  Cadets  are  not  eligible. 

2.  Required  Member  Contributions 

Members  contribute  7%   of  armual  salary,   including  any  differential  for 
special  assignment,  but  excluding  overtime,  longevity,  holiday,  or  military  pay. 

3.  Average  Pay 

For  those  hired  before  2/15/80,  basic  pay  for  the  highest  12  months.  For  those 
hired  on  or  after  2/15/80,  basic  pay  for  the  highest  36  months  divided  by  3. 

4.  Service 

Departmental  Service  -  each  full  year  and  additional  months  of  employment 
with  either  the  Metropolitan  Police  Force  or  the  D.C.  Fire  Department. 

Credited  Service  -  service  granted  in  addition  to  departmental  service  for 
service  with  the  military  or  federal  government 

5.  Normal  Retirement  Benefit 

Eligibility  -  25  years  of  departmental  service  (20  years  if  hired  before  2/15/80) 

BeneSt  -  2.5%  of  average  pay  times  departmental  service  up  to  25  years  (20  years 
if  hired  before  2/15/80)  plus  3%  of  average  pay  times  departmental  service 
over  25  (or  20)  years  plus  2.5%  of  average  pay  time  credited  service,  subject 
to  a  maximum  benefit  of  80%  of  pay. 

6.  Disability  Retirement 
Service -related 

Eligibility  -  disabled  as  a  result  of  an  illness  or  injury  in  the  line  of  duty. 
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Benefit  for  those  hired  before  2/15/80  -  2.5%  of  average  pay  times  total  years  of 
service,  subject  to  a  minimum  beneGt  of  66-2/3%  of  average  pay  and 
subject  to  a  maximum  benefit  of  70%  of  average  pay. 

BeneGt  for  those  hired  on  or  after  2/15/80  -  70%  of  final  pay  times  percentage 
of  disability,  subject  to  a  minimum  benefit  of  40%  of  final  pay. 

Non— service— related 

Eligibility  -  5  years  of  departmental  service  and  a  physical  or  mental  disability 
that  prevents  the  member  from  performing  his/her  job. 

Benefit  for  those  hired  before  2/15/80  -  2%  of  average  pay  times  total  years  of 
service,  subject  to  a  minimum  benefit  of  40%  of  average  pay  and  subject 
to  a  maximum  benefit  of  70%  ol  average  pay. 

Benefit  for  those  hired  on  or  after  2/15/80  -  70%  of  final  pay  limes  percentage 
of  disability,  subject  to  a  minimum  benefit  of  30%  of  final  pay. 

7.  Deferred  Vested  Retirement 
Eligibility  -  5  years  of  departmental  service 

Benefit  -  Normal  Retirement  beneGt  beginning  at  age  55. 

8.  Lump  Sum  Death  Benefit 

Eligibility  -  death  in  the  line  of  duty  not  resulting  from  willful  misconduct, 
an  intention  to  bring  about  his/her  own  death,  or  drunkenness. 

BeneGt  -  $50,000 

9.  Installment  Benefits  Payable  upon  Death 

Spouse  Only 

Eligibility  -  death  and  married  for  at  least  two  years  or  have  a  child  by  the 
marriage. 

BeneGt  -  40%  of  the  greater  of  average  pay  and  the  salary  for  Step  6  salary 
class  1  of  the  D.C  Police  and  Fireman's  Salary  Act  in  effect,  adjusted  for 
cost-of-living  increases  if  death  occurs  after  retirement 
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Spouse  and  Dependent  Children 

Eligibility  -  for  the  spouse,  as  described  above;  for  the  children,  unmarried  and 
under  18,  22  if  full-time  student,  or  any  child  dependent  because  of  a 
disability  incurred  before  age  18. 

Benefit  -  spouse  benefit  as  described  above  plus  a  benefit  per  child  of  the  lesser 
of  60%  of  average  pay  divided  by  the  number  of  children,  $1,548,  or  $4,644 
divided  by  the  number  of  children;  payable  until  the  children  are  no  longer 
eligible. 

Dependent  Children  Only 

Eligibility  -  same  as  the  children's  benefit  above. 

Benefit  -  per  child,  75%  of  average  pay  divided  by  the  number  of  eligible  children 

Refund  of  Contributions 

If  no  eligible  dependent  exists,  all  contributions  will  be  refunded  to  a  named 
beneficiary. 

10.  Cost-of- Living  Adjustments 

Participants  (not  beneficiaries)  who  retired  prior  to  February  15,  1980,  receive 
the  same  percentage  increase  as  active  employees. 

All  other  pensions  receive  increases  each  March  and  September.  The  March 
increase  reflects  the  change  in  the  Consumer  Price  Index  (All  Urban 
Consumers)  between  June  and  December  of  the  previous  year.  The  September 
increase  reflects  the  change  between  previous  December  and  June. 

11.  Form  of  Payment  Options 

Normal  Form  of  Payment  -  Single  Life  Aimuity 

Additional  Survivor BeneBt  -  The  original  benefit  is  reduced  10%.  This  amount 
minus  5%  for  each  full  5  years  the  survivor  is  younger  (but  not  more  than 
40%)  is  added  to  the  survivor's  benefit 
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12.  Benefit  Changes  Since  Most  Recent  Valuation 

An  Additional  50  firefighters  were  allowed  to  retire  on  disability  without 
affecting  the  Federal  Pajinent. 

Benefit  Cbanees  in  Bill  10-515 


2.    Required  Member  Contributions 

Members  contribute  8%  of  annual  salary,  including  any  differential  for  special 
assignment,  but  excluding  overtime,  longevity,  holiday,  or  military  pay. 

10.  Cost-of-Living  Adjustments 

All  pensions  receive  increases  each  March.  This  increase  reflects  the  change  in 
the  Consumer  Price  Index  (All  Urban  <Jonsumers)  between  each  December. 
Increases  are  prorated  for  pensions  which  have  not  been  in  effect  for  twelve 
months. 
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Summary  of  Program  Provisions: 

District  of  Columbia  Judges'  Retirement  Program 


1.  Membership 

Any  judge  of  the  District  of  Columbia  Court  of  Appeals  or  the  Superior  Court. 

2.  Member  Contributions 

Members  contribute  V/2%  of  annual  salary  for  the  retirement  program  plus  an 
optional  3'/2%  of  annual  salary  for  survivors'  benefits. 

3.  Service 

Judicial  Service  -  service  as  a  judge  for  the  District  of  Columbia  courts. 

Credited  Service  -  service  granted  in  addition  to  judicial  service. 

4.  Normal  Retirement 

Eligibility  -  20  years  of  judicial  service  and  age  50,  age  60  with  10  years  of 
judicial  service,  or  age  70. 

BeneSt  -  Basic  salary  at  retirement  times  the  ratio  of  total  service  to  30,  subject 
to  a  maximum  benefit  of  80%  of  salary. 

5.  Early  Retirement 

Eligibility  -  at  least  10  but  less  than  20  years  of  judicial  service  and  age  55. 

BeneSt  -  Normal  Retirement  Benefit  reduced  1/12%  per  month  or  fraction  of 
a  month  (1%  per  year)  for  each  year  he/she  is  under  age  sixty  at  retirement 

6.  Disability  Retirement 

Eligibility  -  5  years  of  judicial  service  and  a  physical  or  mental  disability  which 
seriously  interferes  with  the  proper  performance  of  judicial  duties. 

BeneSt  -  Normal  Retirement  benefit  subject  to  a  minimum  benefit  of  50%  of 
salary. 
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7.  Deferred  Vested  Retirement 
Eligibility  -  10  years  of  judicial  service 

Benefit  -  Normal  Retirement  beneQt  beginning  at  age  60. 

8.  Survivors'  Benefits 

Spouse  Only 

Eligibility  -  contribution  of  Vh%  in  addition  to  the  retirement  Program  contributi{ 
5  years  of  judicial  service,  and  married  for  at  least  two  years  or  have  a  child 
by  the  marriage. 

BeneSt  -  55%  of  the  Normal  Retirement  benefit,  using  a  minimum  of  15  years 
of  service. 

Spouse  and  Dependent  Children 

Eligibility  -  for  the  spouse,  as  described  above;  for  the  children,  unmarried  and 
under  18,  22  if  full-time  student,  or  any  child  dependent  because  of  a 
disability  incurred  before  age  18. 

BeneGt  —  spouse  benefit  as  described  above  plus  a  benefit  per  child  of  the  lesser 
of  50%  of  the  spouse's  annuity,  $2,-608  (increased  annually  for  cost- 
of-  living),  or  $8,424  (increased  annually)  divided  by  the  number  of  children; 
payable  until  the  children  are  no  longer  eligible. 

Dependent  Children  Only 

Eligibility  -  same  as  the  children's  benefit  above. 

BeneSt  -  per  child,  the  lesser  of  the  annuity  that  would  have  been  paid  to  a 
spouse,  $3,370  (increased  armually),  or  $10,110  (increased  armually)  divided 
by  the  number  of  children;  payable  until  the  children  are  no  longer  eligible. 

Refund  of  Contributions 

If  a  judge  dies  with  no  eligible  dependents  before  having  recouped  all  paid 
contributions,  an  amount  equal  to  the  return  of  contributions  plus  interest  at 
3%  less  a  deduction  for  benefits  received  will  be  paid  to  the  person  or  persons 
surviving  him. 
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).    Cost-of-Living  Adjustments 

All  pensions  will  receive  increases  equal  to  the  increases  granted  to  Qvil  Service 
retirees. 

0.  Form  of  Payment  Options 

Noma]  Form  of  Payment  -  Single  Life  Annuity  with  optional  survivors' benefits 

1.  Benefit  Changes  Since  Most  Recent  Valuation 
None. 


3enefit  Cbanees  in  Bill  10-515 


Required  Member  Contributions 

Members  contribute  AVi%  of  annual  salary  for  the  retirement  program  plus  an 
optional  3'/2%  of  annual  salary  for  survivors'  benefits. 
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APPKNDIX  C 


United  Sutes 

General  Accounting  Offlce 

Washington.  D.C.  20548 


Human  Resources  Division 

B-251085 

November  30,  1992 

The  Honorable  David  Pryor 

Chairman.  Subcommittee  on  Federal  Services, 

Post  Office,  and  Civil  Service 
Committee  on  Governmental  Affairs 
United  States  Senate 

The  Honorable  Ted  Stevens 
Ranking  Minorit>'  Member 
Subcommittee  on  Federal  Services, 

Post  Office,  and  Civil  Service 
Committee  on  Governmental  Affairs 
United  States  Senate 

In  November  1991,  you  requested  that  we  answer  several  questions 
concerning  the  growth  of  the  District  of  Columbia's  unfunded  liability  for 
pensions.  You  also  requested  information  about  how  the  District's 
retirement  plans  compare  with  other  municipal  retirement  plans  and  what 
impact  the  participation  of  U.S.  Secret  Service  personnel  has  on  the 
District's  pension  liability. 


D  1<-      n  RHef  Pension  obligations  owed  to  current  employes  and  retirees  exceed  the 

KeSUllS  in  DOei  District's  pension  fund  assets  by  about  $4  9  billior  Further,  the  percentage 

of  pension  obligations  covered  by  assets  is  lower  than  that  reported  by- 
most  of  the  comparable  plans  we  examined.  This  madequate  funding 
results  primarily  from  the  federal  government's  transfemng,  when  it 
enacted  the  DC.  Retirement  Reform  Act  in  1979.  a  $2.0  billion  unfunded 
liability  for  pension  benefits  to  the  District  government.  There  is  no  legal 
requirement  to  amortize  this  unfunded  liability  Rather,  the  act  provides 
for  federal  and  District  contributions  to  the  retirement  funds,  through 
2004.  that  are  inadequate  to  keep  the  unfunded  liability  from  increasing.  It 
is  estimated  to  reach  $7.7  billion  by  that  year.  Under  the  act's  funding 
provisions,  the  unfunded  liability  will  never  be  eliminated,  although  the 
formula  for  determining  District  contributions  will  change  beginning  in 
2005  and  the  liability  will  stop  increasing,  assuming  the  District  makes  the 
required  contributions.  In  2005,  under  the  changed  formula,  the  District's 
annual  contribution  could  represent  about  15  percent  of  the  revenue 
collected  by  the  District,  compared  to  about  8  percent  in  1991. 

Plan  benefits  for  retirees  under  the  District  plans  are  similar  to  those  of 
other  public  employee  retirement  plans  that  we  selected  for  comparison. 
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The  federal  govemment  reimburses  the  District  government  for  the 
pension  benefits  paid  to  federal  personnel  who  retire  under  the  District's 
police  officer  and  fire  fighters'  plan.  Their  benefits  do  not  affect  the  plans 
unfunded  liability. 

Rar-lrorrinnH  "^^  Congress  instituted  defined  benefit  pension  plans'  for  the  District's 

r>aCKgrOUna  poUce  officers  and  fire  fighters  in  1916,  for  teachers  in  1920,  and  forjudges 

in  1970.-  Benefits  provided  by  the  three  plans  were  basicaily  provided  by 
the  federal  govenunent  on  a  pay-as-you-go  basis;  that  is,  federal  payments 
each  year  were  sufficient  only  to  cover  that  year's  benefit  pajTnents.  No 
money  was  accumulated  to  pay  for  the  benefits  that  employees  were 
currently  earning  and  would  receive  after  they  retired. 

In  1979,  the  Congress  passed  the  District  of  Columbia  Retirement  Reform 
Act  (P.L.  96-122).  The  act  stated  that  the  retirement  benefits— which 
Congress  had  authorized  for  the  police  officers,  fire  fighters,  teachers,  and 
judges  of  the  District  of  Columbia — had  not  been  financed  on  an 
actuarially  sound  basis.  Neither  federal  payments  to  the  District  nor 
District  payments  for  per\sions  had  taken  into  account  the  long-term 
financial  requirements  of  the  District's  retirement  plans.  Consequently,  the 
act  esublished,  for  the  first  time,  separate  setirement  funds  for  (1)  police 
officers  and  fire  fighters,  (2)  teachers,  and  (3)  judges.  The  act  also 
established  a  retirement  board  to  manage  the  funds,  required  that  the 
funds  be  managed  on  an  actuarially  sound  basis,  and  provided  federal 
contributions  to  these  funds  to  partially  finance  the  liability  for  retirement 
benefits  incurred  before  January  2, 1975. 

The  act  authorizes  the  funds  to  receive  money  from  employee 
contributions,  federal  contributions  totaling  about  $52.1  million  aiuiually 
authorized  by  the  act  through  fiscal  year  2004,  and  a  variable  District 
contribution. 


Employers  in  the  private  sector  who  sponsor  defined  benefit  pension 
plans  are  required  by  federal  law  to  contribute  annually  to  the  plan  an 


'Defined  benefit  plans  pay  specific  retirement  benefits  generally  based  on  yeara  of  service,  eanungs.  or 
both 

"Other  District  employees  hired  before  October  1,  1987.  are  covered  under  the  Federal  Civil  Service 
Retirement  System.  The  District's  remaining  employee*  are  covered  under  SoaaJ  Secunty  After  1  year 
of  service,  permanent  full-tune  employees  hired  after  October  1,  1987,  are  also  covered  by  a  defuied 
contnbuQon  plan  and  an  employee  deferred  compenaaaon  plan. 
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amount  based  on  the  normal  cost,''  interest  on  any  unfunded  actuarial 
liability,''  and  an  amount  to  amortize  unfunded  liabilities.  When  the  DC. 
Retirement  Reform  Act  was  passed  in  1979,  however,  it  was  determined 
that  the  amount  equal  to  the  normal  cost  plus  interest  on  the  unfunded 
liability  of  the  three  funds  (and  nothing  additional  to  amortize  the 
unfunded  liability)  woiUd  not  be  affordable  in  District  budgets  in  the  near 
fiiture.  Therefore,  another  method  was  adopted  for  the  25  years  before 
2005,  providing  for  substantially  lower  contributions. 

The  annual  District  contribution  to  the  fluids,  specified  by  the  Board  based 
upon  a  formula  laid  out  in  the  act,  consists  of  the  sum  of  three  items: 

The  lesser  of  (a)  the  net  pay-as-you-go  cost  or  (b)  the  net  normal  cost^  plus 
interest  on  the  unfunded  actuarial  liability*  as  defined  by  the  act. 
An  amount  necessary  to  amortize  (pay  off  in  equal  installments)  over  10 
years  the  difference  of  (a)  the  actuarially  projected  unfunded  liability  in 
the  year  2004  if  no  such  amortization  payments  were  made  and  (b)  the 
actuarially  projected  unfunded  liability  in  the  year  2004  if  the  1979 
unfunded  liability  grew  by  the  anticipated  rate  of  inflation  during  the 
interim. 

Any  additional  amount  specified  by  the  Board  under  this  amortization 
provision  may  not  exceed  10  percent  of  the  net-pay-as-you-go  cost  for  the 
Fire  and  Police  Fimd  or  30  percent  for  the  "Teachers'  or  Judges'  Funds. 

An  amount  necessary  to  amortize  over  25  years  liability  due  to  plan 
changes. 

The  annual  District  budget  must  include  the  amount  specified  by  the 
board,  but  may  include  more.  The  annual  District  contribution,  starting  m 
fiscal  year  2005,  wiU  be  the  sum  of  the  net  normal  cost  and  the  amount  of 
interest  on  the  statutory  unfunded  actuarial  UabiUty,  not  including 


^or  an  mdJMdual,  the  normal  cost  is  the  amount  of  the  contiibunon  to  be  made  each  year,  from  the 
date  of  plan  entry  to  the  date  of  retirement,  that  will  be  sufficient  to  pay  all  retirement  benefits. 

*[n  an  actuanal  valuation  of  a  pension  plan,  assumptions  are  made  about  the  future  effects  of  the  lime 
value  of  money,  and  the  actuanal  present  value  of  benefits  is  computed  This  is  the  amount  that  would 
have  to  be  mvested  so  that  the  amount  mvested  plus  mvestme^t  earnings  would  provide  sufficient 
assets  to  pay  projected  benefits  when  due  If  the  present  value  of  assets  is  less  than  the  present  value 
of  benefits,  an  unfunded  actuanal  liability  exists. 

The  net  normal  cost  for  the  Distnct  is  the  sum  of  the  normal  costs  for  the  partiapants  nunus  the 
employee  contributions. 

The  unfunded  actuanal  liabihty  is  computed,  in  accordance  with  the  act.  as  the  difference  between 
the  actuanal  accrued  Lability  less  the  sum  of  the  current  value  of  the  assets  in  the  funds  and  the 
federal  obligaoon  in  the  future. 
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amortization  of  the  unfunded  liability,  for  the  three  funds.  Under  the  act, 
the  District  is  responsible  for  covering  any  shortfall  if  the  funds  are 
inadequate  to  meet  their  obligations. 

Before  the  act's  passage,  comparative  public  employee  retirement  data 
showed  that  the  District's  pension  plan  provisions,  which  allowed  police 
officers  and  fire  fighters  to  retire  after  serving  20  years  and  based 
retirement  annuities  on  the  average  of  the  retiree's  highest  12  consecutive 
months'  pay,  were  more  generous  than  those  of  most  other  cities.  To  lower 
pension  costs,  the  act  tightened  these  requirements  for  personnel  hired 
after  February  15,  1980.  The  act  amended  the  retirement  requirements  to 
serving  25  years  and  attaiiung  age  50,  and  based  retirement  annuities  on 
the  highest  36  consecutive  months'  pay. 

Certain  members  of  the  U.S.  Secret  Service  and  the  US.  Park  Police  hired 
before  January  1,  1984,  participate  in  the  Distna's  pension  plan  for  police 
officers  and  fire  fighters. 

SfTinP  artf^  ^°  obtain  the  information  presented  in  this  report  we  met  with  D.C. 

^  government  officials,  D.C.  Retirement  Board  members  and  staff,  and  the 

AlBtnOClOlOgy  actuaries  who  prepared  the  most  recent  actuarial  report  for  the  Board.  We 

reviewed  the  legislative  history  of  Public  Law  96-122.  pertinent  sections  of 
the  DC.  Code,  and  studies  that  examined  Oie  Distnct's  liability  for  funding 
the  pension  plans.  In  addition,  we  analyzed  actuanal  reports  prepared  for 
the  Board. 

To  compare  the  benefits  of  the  District  plans  with  those  provided  to  public 
employees  elsewhere,  we  relied  on  the  results  of  a  survey  of  state  and 
local  government  employee  retirement  systems  conducted  by  the  Public 
Pension  Coordinating  Council  between  May  and  August  1991.  We 
judgmentally  selected  pension  plans  from  this  data  base  to  compare  with 
each  of  the  three  District  plans.  Details  of  our  selection  procedure  are 
discussed  in  appendix  I. 

From  District,  U.S.  Secret  Service,  and  U.S.  Park  Police  officials,  we 
obtained  information  concerning  participation  of  Secret  Service  and  Park 
Police  personnel  in  the  police  and  fire  retirement  plan. 

We  conducted  our  review  from  December  1991  to  September  1992  in 
accordance  with  generally  accepted  government  auditing  standards.  The 
Government  of  the  District  of  Columbia  and  the  Distnct  of  Columbia 
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Retirement  Board  provided  comments  on  this  report.  These  comments  are 
included  in  appendixes  HI  and  FV. 


The  Congress 
Transferred  to  the 
District  Government 
Liability  for  Funding 
$2.0  BilUon 


Upon  the  Congress's  transfer  of  responsibility  for  the  retirement  plans, 
the  District  was  faced  with  an  unfunded  liability  estimated  at  S2.0  billion. 
As  of  September  1979,  the  total  unfunded  liability  of  the  funds  was  about 
$2.65  billion,  as  calculated  by  Treasury  to  meet  the  actuanal  reporting 
requirements  of  the  act  The  act  established  the  federal  share  of  the 
liability  as  80  percent  of  the  unfunded  liability  as  of  October  1,  1979,  for 
normal  retirements  before  January  2,  1975,  and  33-1/3  percent  of  the 
unfunded  liability  for  such  disability  retirements.  This  share  was  to  be  paid 
through  25  annual  contributions  of  about  $52.1  million,  beginnmg  in  fiscal 
year  1980,  which  had  a  present  value  of  $646  million. 


Unfunded  Liability 
Has  Grown 
Substantially — Mostly 
Due  to  Interest 


Smce  fiscal  year  1980,  the  $2.0  billion  unfunded  liability  has  mcreased  to 
about  $4.9  billion,"  as  shown  in  figure  1.  The  prmcipal  cause  of  this  growth 
is  interest  on  the  unfunded  liability. 


TTie  act  defines  the  statutory  un/imded  actuarial  liability  as  the  difference  between  the  accrued 
acTuanaJ  liability  and  the  sum  of  the  current  value  of  the  assets  in  the  fund  and  the  federal  ubli];auon  in 
the  future  The  act  specifies  that  any  difference  in  the  unfunded  actuarial  liability  as  of  October  1 , 
1979.  m  future  value  as  of  the  end  of  fiscal  year  2004  and  the  unfunded  actuanal  liability  for  the  currrnl 
fiscal  year  in  future  value  as  of  the  end  of  fiscal  year  2004  should  be  amortized  over  10  year^  The 
current  value  of  these  projected  amortizafion  payments  is  included  in  the  current  value  of  assets  This 
feature  appears  to  be  unique  to  the  District  plans-  In  other  pension  plans,  future  amortnauon 
payments  are  not  included  in  the  current  v^ue  of  the  assets  The  unfunded  liability  in  figure  I  includes 
the  current  value  of  future  federal  payments  as  an  asset,  but  does  not  include  the  present  value  of  the 
future  amonizaaon  payments 
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Figure  1 :  Unfunded  Liability  of  D.C.  Pension  Plans  IFY  1980-93) 


6000.0      MllllonB  cf  Oollan 


The  Coitunission  on  Budget  and  Financial  Priorities  of  the  District  of 
Columbia  (the  Rivlin  Commission)  concluded  that  this  growing  unfunded 
liability  jeopardizes  both  the  future  financial  security  of  thousands  of 
District  employees  and  the  long-term  solvency  of  the  Distnct  government. 

The  fiscal  year  1993  unfunded  liabihty  is  estimated  to  be  about  $4,9  billion, 
almost  2-1/2  times  the  Treasury's  fiscal  year  1980  estimate.  Most  of  this 
amount,  about  $3.7  billion,  results  from  the  origmal  $2.0  billion  unfunded 
liability  increased  by  interest.  Increases  m  benefits  to  retirees  have 
resulted  in  an  increase  of  $79  million  m  liability.  Actuarial  loss  factors 
make  up  the  remaining  $1.1  billion  of  the  unfunded  liability;  pay  increases 
and  interest  rates  differed  from  actuarial  estimates,  and  budgeted  District 
contnbutions  differed  from  actual  pay-as-you-go  costs.  The  relative  sizes 
of  these  components  of  the  unfunded  liability  are  shown  m  figure  2. 
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Figure  2: 1993  Unfunded  Liability  of 
D.C.  Pension  Plans 


1.6% 

Changes  in  Benefits  ($0.1  billion) 

Actuanal  Losses  ($1.1  billion) 


Initial  Liability  Plus  Interest  ($3.7 
billion) 


District  Contributions 
Do  Not  Fully  Cover 
Interest  on  Unfunded 
Liability 


The  formula  specified  in  the  act  permits  the  District  to  pay  less  than 
needed  to  maintain  the  unfunded  liability  at  a  constant  level.  The  annual 
District  contributions  to  the  funds  have  been  based  on  pay-as-you-go 
costs.  As  shown  in  figure  3,  annual  federal  and  District  contributions  have 
exceeded  the  net  normal  cost,  but  have  always  been  less  than  the  annual 
net  normal  cost  plus  Interest  on  the  unfunded  liability. 
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Figure  3:  FedersI  and  District  Government  Pension  Fund  Contributions,  Net  Normal  Cost,  and  Net  Normal  Cost  Plus 
Interest  on  the  Unfunded  Actuarial  Liability  (FY  1980-93) 

600      Mlllloni  of  Dollvt 


1180  1981 

Fiscal  Yur 


^    FeOeraJ  and  District  Contntxjtions 

^    Net  Normal  Cost  ol  Plans 

•  ■    Net  Normal  Cost  Ptus  interest  on  Liability 


As  a  result,  the  District  is,  in  effect,  paying  for  benefits  earned  by  current 
employees.  The  old  liability  is  increasing,  however,  because  contributions 
do  not  fully  compensate  for  lost  earnings  on  the  unfunded  portion. 

If  federal  and  District  contributions  continue  to  be  less  than  the  net 
normal  cost  plus  interest  on  the  unfunded  liability,  the  unfunded  liability 
will  continue  to  grow  until  2004;  the  following  year,  the  act  requires  the 
District  contribution  to  equal  the  net  normal  cost  plus  the  interest  on  the 
unfunded  liability,  currently  estimated  by  the  board's  actuary  to  be  $7.7 
billion.  Assuming  that  the  net  normal  cost  increases  5  percent  per  year, 
and  that  the  unfunded  liability  will  increase  as  projected  by  the  Board's 
actuary,  the  District  contribution  for  2005  will  be  about  $806  million.  If 
District  revenues  (not  including  federal  payments  and  grants)  increase  by 
5  percent  per  year,  this  2005  payment  would  represent  about  15  percent  of 
revenues.  By  comparison,  the  1991  payment  represented  about  8  percent 
of  revenues. 
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District  Plans  Are  Not 
Funded  as  Completely 
as  Other  Public  Plans 


We  compared  the  funding  stanis  of  tlie  retirement  plans  for  District  police 
officers  and  fire  fighters,  teachers,  and  judges  with  similar  plans'  covering 
workers  in  these  categories.  As  shown  in  figures  4  though  6,  the 
percentage  of  the  pension  benefit  obligation  covered  by  assets  in  the 
District  plans  is  smaller  than  in  most  of  the  other  plans  examined. 


Figure  4:  Pension  Benefit  Obligations 
Covered  by  Assets  for  Plans  for  Police 
Officers  and  Firefighters 


•5 

100 
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t 
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•Plan  also  covers  employees  other  than  police  and  fire  personnel 


•Public  employKS  are  not  universally  covered  under  Soaal  Security  Smce  pamcipants  in  [he  District 
plans  are  not  covered,  we  compared  the  District  plans  with  other  plans  in  which  all  employees  are  not 
covered  by  Social  Security. 
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Figure  5:  Pension  Benefit  Obligations 
Covered  by  Assets  for  Plans  for 
Teachers 
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Figure  6:  Percent  of  Pension  Benefit 
Obligations  Covered  by  Assets  for 
PIsns  forjudges 
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'Plan  also  covers  employees  other  than  judges 


Plan  Benefits  for 
District  Employees 
Hired  Since  the  Act 
Are  Similar  to  Those 
of  Other  PubUc  Plans 


We  compared  the  benefits  for  District  police  officers  and  fire  fighters, 
teachers,  and  judges  with  those  offered  by  similar  plans  that  cover 
workers  in  these  categories  who  had  responded  to  the  Public  Pension 
Coordinating  Council's  survey  of  state  and  local  government  employee 
retirement  plans.  The  initial  pensions  for  retirees  under  the  District  plar\s, 
as  measured  by  the  percentage  of  final  average  salary  on  retu-ement  after 
30  years  of  service,  are  compared  with  other  plans'  pensions  in  figures  7 
through  9.  Comparisons  of  other  plan  features  are  shown  in  appendix  II. 
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Figure  7:  Comparison  of  Pension  Plan  Benefits  for  Police  Officers  and  Fire  Fighters  for  Normal  Retirement 

With  30  Years  of  Service 

100      Percent  of  Final  Av*rafl«  Salary 
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'Plan  also  covers  employees  other  than  police  ana  fire  personnel. 
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Figure  8:  Comparison  of  Retirement  Plan  Benefits  for  Teachers  for  Normal  Retirement  With  30  Years  of  Service 

100      Ptrctnl  or  Final  Avarag*  Saliry 
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Figure  9:  Comparison  of  Retirement 
Plan  Benefits  for  Judges  tor  Normal 
Retirement  With  30  Years  of  Service 


100       Parcant  ot  Final  Avvraga  Saltry 
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*'Plan  also  covers  employees  other  than  ludges 


Unfunded  Liability 
Unaffected  by  Federal 
Employees' 
Participation  in  the 
District's  Police 
Officer  and  Fire 
Fighter  Plan 

Agency  Comments 


The  federal  government  reimburses  the  District,  on  a  pay-as-you-go  basis, 
for  pension  payments  for  members  of  the  U.S.  Secret  Service  and 
U.S.  Park  Police  who  participate  in  the  District's  retirement  plan  for  police 
officers  and  firefighters.  In  fiscal  year  1991,  these  payments  totaled  about 
$40.6  million.  In  calculating  the  assets  and  liabilities  for  the  District  plan, 
pension  obligations  for  federal  personnel  are  not  considered. 
Consequently,  these  obligations  have  no  impact  on  the  District's  unfunded 
liability. 


On  November  5,  1992,  the  Chief  Financial  Officer  of  the  District  of 
Columbia  provided  comments  on  a  draft  of  this  report  (see  app.  III).  She 
stated  that  our  report  rightly  pointed  out  that  the  Congress  passed  on  to 
the  District  a  $2.0  billion  unfunded  pension  liability  in  1979,  that  the 
formula  mandated  by  Congress  m  1979  does  not  fund  the  plans  on  an 
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actuarially  sound  basis,  and  that  the  primary  cause  of  growth  in  the 
unfunded  Uability  is  the  interest  accruing  on  the  original  $2.0  billion.  Also, 
she  calculated  that  the  current  value  of  the  original  liability  plus  accrued 
interest  is  $4.8  billion,  rather  than  the  $3.7  billion  we  used.  However,  her 
calculations  ignore  the  portion  of  District  payments  to  the  funds  that  have 
exceeded  the  annual  net  normal  cost,  and  partially  offset  the  growth  of  the 
unfunded  liability  due  to  interest.  Further,  the  Chief  Financial  Officer 
states  that  annual  increases,  such  as  cost-of-living  ae^justments,  can 
change  the  comparative  level  of  benefits  of  different  pension  plans  We 
agree.  Appendix  11  includes  information  on  cost-of-living  adjustment 
features  of  the  plans  we  used  for  comparison. 

On  November  13,  1992,  the  Chairman  of  the  DC.  Retirement  Board 
provided  comments  on  a  draft  of  this  report  (see  app.  IV).  She  stated  that 
the  Board's  actuary  agreed  with  the  reasonableness  of  most  of  the  analysis 
and  conclusions  m  the  report.  However,  the  actuary  stated  that  the  actual 
initial  1979  unfunded  liability  was  $2.6  billion,  rather  than  the  $2.0  billion 
figure  in  the  report.  We  believe  that,  since  the  District  of  Columbia 
Retirement  Reform  Act  provided  that  the  value  of  the  future  federal 
obligation  should  be  considered  in  determining  the  unfunded  liabibty,  our 
figure  is  more  appropriate.  She  also  stated  that  the  Board's  general 
counsel  felt  the  report  should  answer  each  of  the  eight  questions  in  your 
request.  On  April  28,  1992,  when  we  briefed  your  office  on  each  of  the 
original  questions,  it  was  agreed  that  not  all  needed  to  be  addressed  in  our 
final  report. 


We  are  sending  copies  of  this  report  to  the  Mayor  of  the  District  of 
Columbia,  the  Chairman  of  the  City  Council,  the  Chairman  of  the 
Retirement  Board,  and  other  interested  parties.  Please  call  me  at 
(202)  512-7215  if  you  or  your  staff  have  any  questions  concermng  this 
report.  Major  contributors  to  the  report  are  listed  in  appendix  V. 


P=^^    %    i^^^J^^^ 


Joseph  F.  Delfico 

Director,  Income  Security  Issues 
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Appendix  I _^___ 

Methodology  for  Selecting  Retirement  Plans 
to  Compare  With  the  District's 


For  data  on  retirement  plans  to  compare  with  the  District's  plans,  we 
relied  on  the  results  of  a  survey  of  state  and  local  government  employee 
retirement  plans  conducted  by  the  Public  Pension  Coordinating  Council 
between  May  and  August  1991.  The  councU  is  composed  of  four  national 
associations  whose  members  are  directly  involved  in  the  admimstration  of 
retirement  plans  for  public  employees:  the  Government  Finance  Officers 
Association,  the  National  Association  of  State  Retirement  Administrators, 
the  National  Coitference  on  Public  Employee  Retirement  Systems,  and  the 
National  Council  on  Teacher  Retirement.  The  respondents  to  the  survey 
represent  73  percent  of  the  11.7  million  active  members  covered  by  state 
and  local  employee  retirement  plans  in  the  Uruted  States,  and  71  percent 
of  the  $808  billion  in  assets  held  by  these  plans,  the  council  stated.  The 
respondents  also  represented  all  of  the  mjvjor  geographic  regions  and 
types  of  covered  employees  in  the  United  States. 

From  the  survey  response  data  base,  we  selected  three  groups  of  plans  for 
comparison.  We  Limited  our  selection  to  plans  that  reported  benefits  for 
employees  not  covered  by  Social  Security,'  since  employees  under  the 
three  District  plans  are  not  covered.  These  were: 

10  plans  with  more  than  1,000  active  participants  tliat  covered  both  police 

officers  and  fire  fighters  employed  by  local  governments;^ 

9  plans  whose  participants  included  elementary  and  high  school  teachers; 

and 

6  plans  whose  participants  included  either  state  or  local  judges. 


'Six  plans  include  both  members  covered  by  Social  Security  and  members  not  covered, 
^e  did  not  mdude  plans  that  covered  only  police  officers  or  only  Are  fighters. 
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Appendix  II 


Comparison  of  District  Retirement  Plans 
With  Selected  Public  Plans 


Table  11.1 :  Comparison  of  Police 
Officer  and  Firefighters'  Pension  Plan 
Benefits 


District  of 
Columbia 
Police  &  Fire 
Retirement 
Plan 

Detroit  Police 
and  Fire 
Retirement 
System 

Plymouth 
County.  t;iA, 
Retirement 
System 

Age  and  service  requirements  for 
normal  retirement 

Years  of  service 

5 

55 

NA 

NA 

10 

55 

40 

55 

15 

55 

40 

55 

20 

55 

40 

0 

25 

50 

40 

0 

30 

50 

40 

0 

Final  salary  computed 
as  average  of 

Highest  36 
months 

Other 

Highest  36 
months 

Annual  benefit  formula 

First  10  years 

2  50% 

2  00% 

2  50% 

Next  10  years 

2.50% 

2  00% 

2  50% 

Next  10  years 

2,75%' 

200% 

2  50% 

Accumulated  benefit  earned  at 
normal  retirement 

. 

Years  of  service 

30 

77  50% 

60  00% 

75  00% 

20 

50  00% 

40  00% 

50  00% 

10 

25,00% 

20  00% 

25  00% 

5 

12.50% 

10  00% 

0  00% 

Does  plan  provide  cost-ot-llving 
adjustments? 

Yes 

No 

Yes 

Most  recent  year  provided 

1991 

1988 

Average  annual  increases 

Last  year 

42%° 

NA 

Last  5  years 

4  4%" 

3  00% 

Last  10  years 

4,0%° 

500% 

Vesting  requirements 

5  years 

8  Years 

10  years 

Employee  contribution  rate 

7  00% 

3  40% 

8  00% 
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Appendix  II 

Compsrlson  of  District  R«rireuieit  Plans 

With  Selected  PnbUc  Plus 


Arkansas  Local 
Police  and  Fire 
Retirement  Plan 


Portland  Fire 
and  Police 
Disability  and 
Retirement 
Fund 


New  Jersey 
Police  and 
Firemen's 
Retirement 
System 


Milwaukee  Miami  Police 

San  Antonio        Employees'  and  Fire 

Fire  and  Police    Retirement  Retirement 

Plan  System  Plan 


Kansas 
Fort  Worth      Police  and 
Employees'     Fire 
Retirement      Retirement 
Fund  System 


NA 


NA 


NR 


60 


65 


NA 


60 


NR 


55 


NR 


60 


50 


65 


NA 


60 


NR 


55 


NR 


60 


50 


65 


60 


55 


NR 


55 


60 


50 


60 


55 


55 


50 


60 


50 


55 


50 


55 


60 


50 


50 


50 


Highest  60 
months 


Last  year's 
salary 


Highest  36 
months 


Other 


Highest  36       Last  24 
months  months 


Highest  60       Last  36 
months  months 


2  00% 


2,00% 


2.60% 


2.60% 


2.00% 


2.00% 


2.50% 


2.50% 


2.00% 


2,00% 


2.50% 


250% 


2.50% 


2,50% 


2,00% 


2,00% 


2,00% 


260% 


2,00% 


3,50% 


2.50% 


2,50% 


2  50% 


2,00% 


60  00% 


84  00% 


70,00% 


75  00% 


75,00% 


7500% 


7500% 


60  00% 


40  00% 


56,00% 


40.00% 


40.00% 


50  00%. 


50  00% 


50-00% 


40  00% 


20  00% 


Yes 


1990 


NR 


NR 


10  years 


600% 


28  00% 


14  00% 


Yes 


1991 


2  00% 


4  00% 


3.50% 


5  years 


0.00% 


20.00% 


25,00% 


2500% 


10,00% 


NA 


12,50% 


12,50% 


Yes 


Yes 


No 


Yes 


1991 


1991 


1991 


NR 


600% 


NR 


NR 


4  00% 


NR 


4,50% 


NR 


10  years 


20  years 


4  years 


10  years 


9,33% 


10,50% 


5,50% 


1050% 


25,00% 


12.50% 


Yes 


1991 


2.00% 


2  00% 


2.00% 


5  years 


5  67% 


NA 


No 


15  years 


700% 


Note:  "NA"  means  not  applicable  "NR"  means  that  plan  did  not  provide  the  information 
■Rate  IS  2  5%  up  to  25  years  and  3%  over  25  years 

"Increase  is  based  on  consumer  price  index  Numbers  are  historical  increase  in  index,  not  actual 
increases  paid 
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Appendix  II 

Comparison  of  District  Retirement  PUns 

With  Selected  Public  Plana 


Table  11.2:  Comparison  of  Teachers' 
Pension  Plan  Benefits 


District  of 
Columbia 
Teachers  Plan 


Teachers' 
Retirement 
System  of 
Louisiana 


Connecticut 
Teachers' 
Retirement 
System 


Age  and  service  requirements  fcr 
normal  retirement 

Years  of  service 

5 

62 

NA 

NA 

10 

62 

60 

60 

15 

62 

60 

60 

20 

60 

60 

60 

25 

60 

55 

60 

30 

55 

0 

60 

Final  salary  connputea 
as  average  of 

High  3 
years 

Highest  36 
months 

Highest  36 
months 

Annual  benefit  fornnula 

First  10  years 

1  63%" 

2,00% 

200% 

Next  10  years 

2  00% 

200% 

2  00% 

Next  10  years 

200% 

250% 

200% 

Accumulated  benefit  earned  at 
normal  retirement 

Years  of  service 

" 

30 

56  25% 

70  00% 

60  00% 

20 

3625% 

40  00% 

40  00% 

10 

1625% 

20  00% 

20  00% 

5 

7  50% 

10  00% 

000% 

Does  plan  provide  cost-of-living 
ad|ustments7 

Yes 

No 

Yes 

Most  recent  year  provided 

1991 

1991 

Average  annual  increases 

Last  year 

42%" 

- 

4.30% 

Last  5  years 

4  4%" 

4  00% 

Last  10  years 

4  0%° 

4  00% 

Vesting  requirements 

5  years 

10  years 

10  years 

Employee  contribution  rate 

7  00% 

8  00% 

5  00% 
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Appendix  II 

Comparuon  of  Dijtrict  Betiremenc  Puma 

With  Selected  Public  PUiu 


Teachers' 
Retirement  System 
of  Illinois 


Public  School 
Retirement 
System  of 
Missouri 


Kentucky 
Teachers'  Teachers' 

Retirement  Retirement 

System  of  Texas   System 


Public  School 
Teachers' 
Pension  and 
Retirement  Fund 
of  Chicago 


Teachers' 
Teachers'  Retirement 

Retirement  Board  of 

System  of  Georgia  Puerto  Rico 


62 

NR 

65 

60 

62 

NA 

NA 

60 

NR 

65 

60 

62 

62 

60 

60 

NR 

65 

60 

62 

62 

60 

55 

NR 

60 

60 

60 

62 

60 

NR 

55 

60 

60 

60 

62 

55 

NR 

0 

55 

0 

60 

0 

0 

Other 

Highest  60 
months 

Highest  36 
months 

Highest  60 
months 

Highest  40 
months 

Highest  24 

months 

Highest  36 
months 

1  67% 

2  10% 

2-00% 

2.50% 

1  67% 

200% 

180% 

1,90% 

2  10% 

200% 

2.50% 

1  90% 

2  00% 

180% 

2.10% 

2  10% 

2  00% 

2  50% 

2  10% 

200% 

0,65% 

- 

56.70% 

63  00% 

60  00% 

7500% 

56.70% 

60  00% 

65  00% 

35.70% 

42,00% 

40.00% 

5000% 

35.70% 

40,00% 

3600% 

16  70% 

21  00% 

20  00% 

2500% 

16  70% 

20  00% 

18  00% 

835% 

10  50% 

10  00% 

12  50% 

8,35% 

NA 

NA 

No 

Yes 

No 

Yes 

Yes 

Yes 

No 

1991 

- 

1990 

1991 

1991 

4  00% 

4  50% 

3  00% 

3  02% 

348% 

- 

3,50% 

3  00% 

302% 

357% 

3  50% 

3.00% 

3  02% 

5  years 

5  years 

5  years 

5  years 

5  years 

10  years 

10  years 

800% 

10  00% 

6  40% 

918% 

790% 

600% 

7,00% 

Note  'NA'  means  not  applicable  "NR"  means  that  plan  did  not  provide  the  information 

*Rale  iS  1 .5%  up  to  5  years  plus  1  75%  between  5  and  10  years 

^Increase  is  based  on  consumer  price  index  Numbers  are  historical  increase  in  index,  not  actual 
increases  paid 
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Appendix  II 

Comparison  of  District  Retlrcinent  Plans 

^ch  Selected  PubUc  Plans 


Table  11.3:  Comparison  of  Judges'  Pension  Benefits 


District  of 

Jefferson 

Employees' 

Louisiana 

Public 

Columbia 

Illinois 

Parish 

Retirement 

State 

Employees' 

City  of 

Judges' 

Judges' 

Employees' 

System  of 

Employees' 

Retirement 

Memphis 

Retirement 

Retirement 

Retirement 

Georgia  - 

Retirement 

System  of 

Retirement 

Plan 

System 

Plan 

Trial  Judges 

System 

Colorado 

Plan 

Age  and  service 
requirements  for  normal 
retirement 

Years  of  service 

5 

70 

NA 

NA 

NA 

NR 

65 

NA 

10 

60 

60 

60 

60 

60 

65 

65 

15 

60 

60 

60 

NR 

NR 

65 

65 

20 

50 

60 

60 

NR 

NR 

60 

65 

25 

50 

60 

50 

NR 

55 

60 

62 

30 

50 

60 

0 

NR 

0 

55 

60 

Final  salary  computed  as 
average  of 

At  retirement 

Last  year  s 
salary 

Highest  36 
months 

Last  24 
months 

Highest  36 
months 

Highest  36 
months 

Highest  36 
months 

Annual  benefit  formula 

First  10  years 

3.33% 

3.50% 

3.00% 

4  00% 

250% 

2  50% 

250% 

Next  10  years 

3  33% 

5,00% 

300% 

4  00% 

2  50% 

2  50% 

2  50% 

Next  10  years 

3  33% 

5  00% 

3  00% 

4  00% 

2  50%- 

125% 

1.75% 

Accumulated  benefit  earned 
at  normal  retirement 

Years  of  service 

30 

80,00% 

85  00% 

90  00% 

64  00% 

7500% 

6250% 

67  50% 

20 

66  67% 

85  00% 

60  00% 

64  00% 

50  00% 

50.00% 

50  00% 

10 

33  33% 

3500% 

30  00% 

40  00% 

25  00% 

25  00% 

22  50% 

5 

16-67% 

NA 

0.00% 

0  00% 

0.00% 

1250% 

12  50% 

Does  plan  provide 
cost-of-living  adjustments? 

Yes 

Yes 

No 

No 

No 

Yes 

No 

Most  recent  year  proviaed 

1991 

1991 

- 

- 

1990 

Average  annual  increases 

Last  year 

4  2%' 

3.00% 

5  40% 

Last  five  years 

4  4%» 

300% 

- 

4  00% 

Las;  10  years 

4  0%" 

3  00% 

5  40% 

- 

Vesting  requirements 

10  years 

10  years 

10  years 

10  years 

NR 

5  years 

10  years 

Er^otovee  contribution 

3  50% 

1 1  00% 

0  48% 

7  50% 

7  50% 

8  00% 

8  00% 

Noie  'NA"  means  not  applicaDie  *NR'  means  mat  plan  did  not  provide  tne  intormation 

•Increase  is  based  on  consumer  price  index  {CPI)  Numtiers  are  historical  increase  in  CPI.  not 
actual  increases  paid 
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Appendix  III 


Comments  From  the  Government  of  the 
District  of  Columbia 


GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 


,tOR  POfl  FINANCE 


1350  Pennsylvan-i  Avenoa   f*  f 
Wunmsion.  0  C      20004 


NOV      5  1992 


Joseph  F.  Delfico 
Director,  Income  Security  Issues 
United  States  General  Accounting  Office 
Washington,  D.C.  20548 

Dear  Mr.  Delfico: 

Thank  you  for  the  opportunity  to  comment  on  your  draft  report 
entitled  District  Pensions:   Billions  of  Dollars  in  Liability  Not 
Funded. 

The  report  rightly  points  out  that: 

{a)  The  Congress  passed  on  to  the  District  a  S2.0  billion 
unfunded  pension  liability  in  1979,  when  it  transferred 
responsibility  for  administering  the  pension  funds  to 
the  District; 

(b)  The  funding  formula  mandated  by  the'Conqress  in  1979 
does  not  fund  the  pension  plans  on  an  actuarially  sound 
basis,  which  will  permit  the  liability  to  grow  to  an 
estimated  S7.7  billion  by  2005;  and 

(c)  The  primary  cause  of  growth  in  the  unfunded  liability  is 
due  to  interest  accruing  on  the  original  S2.0  billion  of 
unfunded  liability  transferred  to  the  District  by 

the  federal  government. 

Our  specific  comments  on  the  report  are  as  follows: 

Pages  10-11.  Original  Liab^lj.ty  Increased  Bv  Interest 

Following  the  methodology  used  in  the  Rivlin  Report,  we  calculate 
that  the  original  S2.0  billion  unfunded  liability  increased  by 
interest  through  September  30,  1992  would  equal  S4 . 8  billion   of 
the  total  estimated  liability  of  S4.9  billion.   Exhibit  6A  of  the 
Rivlm  Report  working  papers  on  pensions  is  enclosed,  which 
illustrates  the  approach  their  actuary  used  in  making  this 
calculation  through  September  30,  1990.   This  result  would  mean 
that  97.5  percent  of  the  liability  is  due  to  the  original 
liability  plus  accrued  interest. 
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Appendix  III 

Comnienu  From  Che  Govenuneat  of  the 

DUtrlct  of  ColtumbU 


Page  2:  Appendix  II.   District:  Plan  Beneflta  Compared  to  Other 
plans 

The  "accuaulated  benefit  earn«d  at  nonnal  retirement"  measures 
only  the  beginning  value  of  the  annual  retirement  payment  to 
beneficiaries.   Annual  increases,  such  as  cost  of  living 
adjustments,  can  change  the  comparative  level  of  benefits 
substantially  thereafter.   A  more  comprehensive  survey  of 
benefits  would  be  needed  to  compare  the  effects  of  the  District's 
twice-per-year,  uncapped  cost  of  living  adjustment  with  the 
annual  increases  of  other  plans. 

Should  you  have  any  questions  about  these  comments,  we  would  be 
happy  to  discuss  them  with  you. 

Sincerely, 


Ellen   M.    O'Connor 
Chief   Financial   Officer 
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Appendix  III 

Cominenta  Prom  the  Government  of  the 

District  of  ColiunbU 


EXHIBIT  6A 

DISTRICT  OF  COLUMBIA 

Redetermination  of  Federal  Oblioation 

Based 

on  Unfunded  Liability 

at  October  1,  1979 

(mi 

llions  of  dollars) 

Teachers    Police/Fire 

Judges 

Total 

(1) 

Unfunded  Actuarial 
Accrued  Liability 

at  October  1.  1979 

t    933.5       J1702.2 

tie. 8 

S2652 

5 

(2) 

1979  Unfunded  Liability 
Plus  Interest  to 

September  30.  1990 

1964,9         3582.9 

35.4 

5583 

' 

(3) 

Scheduled  Federal 
Contributions 
Plus  Interest  to 

September  30,  1990 

298,6          577.1 

3.7 

879 

4 

(4) 

Unfunded  Liability 
at  September  30,  1990 
Attributable  to  Initial 

Deficiency 

1666,3        3005. S 

31.7 

4703 

8 

(2)  -  (3) 

(5) 

Federal  Obligation 
at  September  30,  1990 

* 

on  Present  Basis 

165.4          319.8 

2.1 

(6) 

Potential  Additional 

Federal  Obligation 

1500.9         2686.0 

29,6 

4216 

5 

(4)  -  (5) 

All  calculations  are  based  on  an  interest  rate 

of  74,  assuming 

payment  of  Che  Federal  contr] 

bution  at  the  beginning  of 

the  fiscal 

year 
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Appendix  IV 


Comments  From  the  District  of  Columbia 
Retirement  Board 


Jtmn  E    Bunn 

Jeanne  lie  ftvr 
uitenmt  ■  Gw»e 


Mann*  F   Ro9«<s 
"won  E   Sieo^eni 


D.C.  RETIREMENT  BOARD 

1400  L  Street.  N.W. 

Suite  300 

Washington,  D.C.  20005 

(202)  535-1271 

FAX  (202)  535  1414 

November  13,  1992 


DFLIVERY  BY  HAND 

Vir   Ju>cph  F.  Delficn 
Director.  Incume  Secuniy  Issues 
LnitcJ  States  General  Accuuniing  Office 
W.ishmgion.  DC    20548 

Dcif  Mr   Deifico: 

Thi>  IN  in  response  to  your  request  for  review  and  comment  on  the  drali  report  L-nmled 
Disirici  PenMons:   Billions  of  Dollars  in  Liahiliiv  Not  Funded  issued  by  your  organizaiuin 

Suh>cqueni  n»  your  request,  your  representative  Mr-  Robert  D  Sampbun.  Evaluaior-m- 
Chjr«.  meet  uiih  the  Bo:ird'i  enrolled  actuary,  Mr  Gene  Kalwarski.  anj  the  Bu.ird'^ 
Aciiui;  Manager/Assistant  Executive  Director  lor  Benefits.  Mr  Jorge  Muraie:i  to  diNjL:>N  ttit 
report      Tlie  report  wai  reviewed  by  these  mdividuals  as  well  as  the  Boards  General 

Cuiinsel, 

The  report  is  prmcipalU  an  analysis  of  the  Board's  actuarial  valuations  since  its  incepimi!. 
Ii  primarily  focuses  on  reporting  historical  events.  The  comments  we  have  on  the  report  arc 
niiitiiiial     Our  comments  are  as  follows 

•  The  Boards  current  actuary  has  informed  us  that  the  actual  miiul  l''7'J 
unfunded  liability  is  $2.6  b-llion  rather  than  the  S2.0  billion  figure  reierenced 
in  the  report. 

•  The  Boards  current  actuary  has  opined  that  the  conclusions  reached  m  the 
report  are  reasonable 

•  The  Board's  current  actuary  has  opined  that  the  reports  analysis  oi  uhai 
portion  of  todays  unfunded  liability  is  ailnbutable  to  interest  Mnce  197') 
versus  actual  losses  is  correct. 
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Appendix  TV 

ConunenU  From  the  EHstrict  of  Columbia 

Sctirement  Board 


Mr  Joseph  F,  Delfico 

US  General  Accounting  Office 

November  13.  1992 

Page  2 


•  The  repon  is  a  response  lo  a  November  13,  1991  request  from  the  Chairman 
and  the  RanJang  Minority  Member,  Subcommittee  on  Federal  Resources,  Posi 
Office  and  Civil  Service.  Senate  Comnuttee  on  Govemmenial  Affairs  The 
request  set  fonhs  eight  (8)  very  specific  questions.  The  report  appears  to 
directly  respond  lo  some  by  not  all  of  the  questions  presented.  From  a 
procedural  and  organizational  stand  point,  the  General  Counsel  has  opined 
that  the  report  should  specificailv  respond  to  each  question  posed  ir.  the 
November  13.  1991. 

If  you  have  questions  or  need  additional  information,  please  do  not  hesiiaie  to  contact  the 
Board's  office 


Sincerely, 


'l  Rose  H.  Elder        / 
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Appendix  V 

Major  Contributors  to  This  Report 


Human  Resources  f "."'^^u""?? '  T"^"^'  °''^"°''  ^^°^^  ^^^''^^^ 

.    .  John  W.  Wood,  Jr.,  Actuary 

UlMSlOn,  Wayne  M.  Dow,  Supervisory  Operations  Research  Analyst 

Washington    D.C.  Robert  D.  Sampson,  senior  Evaluator 
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APPENDIX  D 


United  States  General  Accounting  OCBce 


riAO  Report  to  Congressional  Requesters 


November  1993 


D.C.  PENSION 
BENEFITS 

Comparison  With 
Selected  State  and 
Local  Government 
Pension  Plans 
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GAO 


United  States 

General  Accounting  Office 

Wasiungton,  D.C.  20548 


Human  Resources  Division 

B-255369 

November  4,  1993 

The  Honorable  Fortney  (Pete)  Stark 

Chairman,  Committee  on  the  District  of  Columbia 

House  of  Representatives 

The  Honorable  Eleanor  Holmes  Norton 
Chairwoman,  Subcommittee  on  Judiciary  and  Education 
Conmuttee  on  the  District  of  Columbia 
House  of  Representatives 

Pension  obligations  owed  by  the  District  of  Columbia  to  current  and 
retired  police  officers,  firefighters,  teachers,  and  judges  exceed  the 
District's  pension  fund  assets  by  about  $5  billion.  Inadequate  pension 
funding  has  resulted  primarily  from  the  federal  government's  transferring, 
when  it  enacted  the  District  of  Columbia  Retirement  Reform  Act  in  1979 
(P.L.  96-122),  a  $2.0  billion  unfunded  liability  for  pension  benefits  to  the 
District  govermnent.  There  is  no  legal  requirement  to  reduce  this  unfunded 
liability.  In  fact,  the  1979  act  requires  federal  and  District  contributions  to 
the  retirement  funds,  through  2004,  that  are  inadequate  to  keep  the 
unfunded  liability  firom  increasing.' 

Your  offices  asked  us  to  assist  in  your  efforts  to  develop  funding 
alternatives  to  eliminate  the  District's  unfunded  pension  liability  discussed 
in  oiu'  November  1992  report  on  this  issue.  As  part  of  this  effort,  we  agreed 
to  augment  our  previous  report's  comparison  of  three  of  the  District  of 
Columbia's  retirement  plans  with  plans  nationwide  by  analyzing 
comparable  retirement  plans,  including  other  Washington,  D.C, 
metropolitan  area  jurisdictions,  and  to  obtain  more  detailed  data  on  the 
cost-of-living  a(ijustment  provisions  of  these  plans.  This  report  presents 
that  comparative  data. 

T?P«:iilf  c;  in  Rripf  According  to  our  survey  of  40  pubUc  employee  retirement  plans,  the 

District  retirement  plans  for  police  officers  and  firefighters,  teachers,  and 
judges  generally  provide  benefits  that  are  within  the  range  of  benefits 
offered  by  other  public  retirement  plans  covering  similar  classifications  of 
workers  that  we  examined.  (See  app.  I  for  a  listing  of  the  plans  we 
reviewed.)  District  police  officers  and  firefighters  receive  pensions  that 
are  sUghtly  higher  (as  a  percent  of  final  salary)  than  the  average  provided 
by  similar  plans  we  examined,  while  District  teachers'  pensions  are 
slightly  lower.  District  judges'  pensions  are  higher  than  the  average  of 


'See  Dislria's  Pensions:  BiUions  of  Dollars  in  LiabUity  Not  Funded  (GAO/HRD-93-32,  Nov.  30,  1992). 
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other  plans.  However,  a  comparison  of  public  pension  plan  benefits  is 
complicated  because  survivor  benefits,  disability  benefits,  and 
cost-of-living  adjustment  provisions  vary  among  plans. 

The  District  plans'  cost-of-living  ac^justment  provision — retirement 
annuities  are  increased  twice  a  year  by  the  full  amount  of  the  increase  in 
the  consumer  price  index  (cpi) — is  more  generous  than  provisions  of  other 
plans.  Of  the  40  plans  we  studied,  only  14  have  cost-of-living  provisions 
related  to  the  increases  in  the  cpi.  Only  one  plan  increases  annuities  by  the 
full  increase  in  the  cpi,  and  adjustments  are  made  only  once  yearly.  The 
other  13  plans  limit  annuity  increases  by  providing  a  fraction  of  the  cpi 
increase. 


Background 


The  Congress  instituted  defmed  benefit  per\sion  plans^  for  the  District's 
police  officers  and  firefighters  in  1916,  for  teachers  in  1920,  and  forjudges 
in  1970.  In  1979,  the  Congress  passed  the  D.C.  Retirement  Reform  Act. 
When  the  act  was  passed,  comparative  data  for  other  cities  showed  that 
the  District's  age/service  requirement  for  poUce  officers  and  firefighters 
(they  could  retire  at  any  age  after  20  years  of  service)  was  among  the  most 
generous  in  the  country.  Consequently,  the  act  changed  these 
requirements,  so  that  employees  hired  after  February  15,  1980,  are 
required  to  be  age  50  and  to  have  completed  25  years  of  service  for  normal 
retirement.  It  also  changed  the  cost-of-Uving  adjustment  provisions  under 
all  three  plans  to  conform  to  the  then-current  federal  Civil  Service 
Retirement  System  provision. 


Scope  and 
Methodology 


For  information  concerrung  plan  benefits  nationwide,  we  updated  the 
information  for  the  25  plans  listed  in  our  November  1992  report  using  the 
PubUc  Pension  Coordinating  Council's  1992  survey  of  state  and  local 
government  employee  retirement  systems.  These  plans  were  for 
employees  who  were  not  covered  by  Social  Security  because  the 
employees  covered  by  the  three  District  plans  are  not  covered  by  Social 
Security.  As  agreed  with  your  offices,  we  also  contacted  pension  fund 
officials  to  obtain  benefit  information  for  plans  covering  workers  in 
Oakland,  California,  and  Richmond,  Virginia. 


To  obtain  the  iivformation  in  this  report  concerning  benefits  provided  by 
plans  in  the  Washington,  DC,  metropoUtan  area,  we  reviewed  information 


defined  benefit  plans  pay  specific  retirement  benefits  generally  based  on  years  of  service,  earnings,  or 
both. 
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concerning  retirement  plans  covering  police  officers,  firefighters,  and 
teachers  in  Prince  George's  County  and  Montgomery  County,  Maryland; 
and  the  city  of  Alexandria,  Arlington  County,  and  Fairfax  County,  Virginia; 
and  on  the  judges'  retirement  plans  administered  by  the  states  of  Maryland 
and  Virginia  Teachers  in  Maryland  and  Virginia  localities  are  covered  by 
the  respective  state  teachers'  plan.  Additionally,  all  but  Prince  George's 
County  provide  supplemental  retirement  plans  for  teachers.  We  did  not 
include  benefits  from  the  supplemental  plans  in  our  analysis.  Many  of  the 
plans  we  added  for  this  report  are  for  employees  who  also  have  Social 
Security  coverage. 

We  interviewed  plan  representatives  by  telephone  and  reviewed  relevant 
state  legislation  to  obtain  information  concerning  cost-of-living  acijustment 
provisions  of  the  plans. 

We  conducted  our  review  from  February  to  August  1993  in  accordance 
with  generally  accepted  government  auditing  standards. 


Comparison  of 
Features  of  D.C. 
Retirement  Plans  With 
Those  of  Other 
Jmisdictions 


Retirement  plans  have  numerous  features.  We  compared  the  3  District 
plans  with  the  40  others  we  examined  in  terms  of  normal  retirement 
requirements  for  age  and  length  of  service,  pension  benefit  as  a  percent  of 
final  average  salary,  and  required  active  employee  contributions.  Since  one 
plan  could  be  more  generous  than  another  in  a  different  jurisdiction  in 
terms  of  one  feature  (e.g.,  lower  retirement  age)  but  less  generous  in  a 
different  feature  (e.g.,  higher  employee  contribution),  it  is  difficult  to  make 
an  overall  judgment  as  to  the  relative  generosity  of  plans.  An  additional 
complication  arises  because  state  and  local  goverrunent  employees  are  not 
universally  covered  under  Social  Security.  Covered  employees  are  eligible 
to  receive  pension  benefits  in  addition  to  their  Social  Security  benefits 
after  they  meet  Social  Security's  eligibility  requirements.'^  Also,  retirement 
plans  can  differ  in  important  provisons  concemmg  disability  benefits  and 
survivor  benefits. 


Tables  1  through  3  show  how  the  three  District  plans  compare  viith  the 
others  we  examined. 


^cial  Security  retirement  benefits  do  not  begin  until  age  62.  Thus,  there  could  be  a  long  time  between 
retirement  from  a  public  plan  and  receipt  of  Social  Secunty  benefits. 
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Table  1:  Comparison  of  Features  of  Retirement  Plans  Covering  Police  Officers  and  Firefighters 


Otfier  plans 


District  Police 
Officer  and  Fire  Average  of  7 


Average  of  19 
police  and  fire 


Feature 

Fighters  Plan 

metro  D.C. 

plans 

plans 

High 

Low 

Retirement  age  with  25  years'  service 
(years) 

50 

52  0= 

5241= 

60 

40 

Accumulated  retirement  benefit  with 
25  years'  service'  (percent) 

62.50% 

67  50%"' 

59  73%"' 

70.00%" 

50,00%' 

Employee  contribution 
required  (percent) 

7,00% 

6  26%" 

635%" 

12.00% 

0.00% 

^This  average  is  for  three  plans  Participants  in  the  four  excluded  plans  that  permit  retirement  at 
any  age  with  25  years'  service  iheoreticaiiy  could  retire  several  years  before  attaining  age  52 

"Excludes  eight  plans  permitting  retirement  at  any  age  v^^ith  25  years'  service 

'^Benefit  is  stated  as  a  percentage  of  employee  final  average  salary, 

"Excludes  one  defined  contribution  plan  A  defined  contribution  plan  is  a  retirement  plan  that 
provides  an  individual  account  for  each  participant.  Retirement  benefits  are  based  solely  on  the 
amount  contributed  to  the  participant's  account 

^Excludes  three  plans  whose  members  are  also  covered  by  Social  Secunty  The  average  for  all 
six  plans,  including  those  whose  members  are  also  covered  by  Social  Security,  is  55.8  percent, 

'Excludes  four  plans  whose  members  are  also  covered  by  Social  Security  The  average  tor  all  18 
plans,  including  those  whose  members  are  also  covered  by  Social  Security,  is  56  4  percent 

OLow  is  for  plans  whose  members  are  not  covered  by  Social  Security  The  low  for  plans  whose 
members  are  covered  by  Social  Security  is  37  50  percent. 


Table  1  shows  that  District  police  officers  and  firefighters  may  take 
ser\ice  retirement  at  a  slightly  lower  age  than  the  average  of  the  other 
plans  we  examined.  However,  8  of  the  19  plans  allow  public  safety 
employees  to  retire  with  25  years'  service  regardless  of  age.  District 
personnel  receive  a  slightly  higher  percentage  of  fmal  average  salary  than 
the  average  of  the  19  police  and  fire  plans  we  examined,  but  pay  a  shghtly 
higher  employee  contribution.  However,  in  the  D.C.  metropohtan  area,  if 
only  the  plans  whose  members  are  not  covered  by  Social  Security  are 
considered,  the  District  retirees  receive  slightly  less. 
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Table  2:  Comparison  of  Features  of  Retirement  Plans  Covering  Teachers 


Other  plans 


Feature 


Maryland 

Retirement  and  Virginia  Average  of 

District    Pension  System  ■  Retirement  12  teachers' 

Teachers'  Plan         Teachers'  Plan  System  plans 


High 


Low 


Retirement  age  with  30  years'  service 

55 

Any  age 

55 

58-3= 

60 

55 

Accumulated  retirement  benefit  with 
30  years'  service" 

56,25% 

54  00%"= 

4804%,=  " 

63,14%' 

75  00% 

56,70% 

Employee  contribution  required 

7  00% 

7,00% 

5  00% 

737% 

10  00% 

500% 

^Excludes  SIX  plans  with  no  minimum  age  requirement 

''Benefit  shown  is  percent  of  final  average  salary 

■^Members  are  also  covered  by  Social  Security 

''Benefit  equals  1  5  percent  of  the  first  $13,200  of  final  average  salary  and  1  65  percent  of  fmal 
average  salary  in  excess  of  $13,200,  Table  assumes  retiree  earns  average  salary  tor  Oislnct  of 
Columbia  teachers— $40. 700- 

"Excludes  two  plans  whose  memt>ers  are  also  covered  by  Social  Security.  The  average  for  a!!  12 
plans,  including  those  whose  members  are  not  covered  by  Social  Security,  is  61,24  percent. 

'Low  for  plans  whose  members  are  not  covered  by  Social  Security  The  low  for  plans  whose 
members  are  covered  by  Social  Security  is  48  04  percent 


Table  2  shows  that  District  teachers  may  retire  on  an  unreduced  pei^ion 
after  30  years'  service  at  a  slightly  younger  age  than  the  members  of  the  12 
other  plans  covering  teachers  that  we  reviewed.  However,  as  with  police 
officers  and  firefighters,  several  plans  permit  retirement  at  any  age  with  30 
years'  service.  District  teachers  receive  a  pension  that  is  lower  than  the 
average  of  the  12  other  plans  (especially  if  only  plans  where  members  are 
not  covered  by  Social  Security  are  considered)  but  pay  a  slightly  lower 
than  average  employee  contribution. 
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Table  3:  Comparison  of  Features  of  Retirement  Plans  Covering  Judges 


Other  plans 


Feature 


District  Maryland  Virginia 

Judges'  Retirement  and  Judges'  Average  of 

Retirement  Pension  System  -  Retirement  nine  judges' 

Program  Judges'  Plan  System  plans 


High 


Low 


Retirement  age  with  20  years'  service 

50 

60 

65 

61  1 

65 

60 

Accumulated  retirement  benefit  with 
20  years'  service' 

66  60% 

66  60%^= 

7500%'= 

62  00%= 

85  00% 

50.00% 

Employee  contribution  required 

350%= 

600% 

5,00% 

771% 

11  00% 

0.69% 

^Benefit  is  stalea  as  a  percentage  of  employee  final  average  salary 

''Members  are  also  covered  by  Social  Security, 

^Excludes  two  plans  whose  members  are  also  covered  by  Social  Security  Trie  average  for  all 
nine  plans,  including  those  vrfiose  members  are  also  covered  by  Social  Security,  is 
63.96  percent. 

''Members  must  contribute  an  additional  3.5  percent  if  survivor  benefits  are  desired 


Table  3  shows  that  District  judges  can  take  senice  retirement  with  20 
years'  service  at  a  considerably  younger  age  than  the  average  in  all  the 
other  plans  examined.  However,  this  situation  is  somewhat  misleading, 
since  judges  sure  usually  not  appointed  •when  young.  The  average  age  of  a 
District  of  Columbia  judge  is  over  50,  while  the  av^erage  length  of  senice  is 
orUy  9  years.  District  judges  also  receive  higher  retirement  benefits  and 
pay  lower  contributions  than  the  average  of  the  nine  other  judges'  plans 
we  examined. 


Comparison  of 
Cost-of-Li"ving 
Adjustment 
Provisions 


To  mitigate  the  effect  that  inflation  has  on  retirement  income,  many  public 
employee  retirement  systems  provide  retirees  with  postretirement 
cost-of-living  adjustments.  The  District's  retirement  plans  provide 
cost-of-living  increases  to  annuitants  twice  per  year  equal  to  the  full 
increase  in  the  cpi. 

Of  the  40  plans  we  selected  for  comparison,  14  have  cost-of-living 
provisions  related  to  the  increases  in  the  cpi.  Only  one  plan  increases 
annuities  by  the  fuU  increase  m  the  cpi,  and  adjustments  are  made  only 
once  yearly,  while  13  plans  limit  armuity  increases  by  providing  only  a 
fraction  of  the  increase  in  the  cpi,  by  "capping"  the  annuitv-  increases  (i.e., 
placing  a  ceUing  on  the  amoimt  of  increase  that  the  employer  provides  to 
retirees,  even  if  the  cpi  increase  exceeds  the  ceiling),  or  both. 
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Of  the  26  plans  that  do  not  increase  retirement  annuities  in  relation  to  cpi 
increases,  9  provide  fixed  raises  (usually  a  fixed  percent  increase  per  year 
regardless  of  inflation).  These  plans  provide  for  fixed  increases  of  up  to 
3  percent  in  retirement  annuities  regardless  of  cpi  increases.  Consequently, 
if  the  CPI  increase  is  smaller  than  the  fixed  increase,  these  plans  would 
provide  greater  increases  in  armuities  than  the  District's  plans.  However, 
the  CPI  increased  by  less  than  3  percent  in  only  1  year  since  1980. 

Four  plans  link  raises  to  the  investment  performance  of  the  retirement 
fund,  and  three  base  retirement  annuities  on  the  pay  of  active  employees. 
Another  plan  is  a  defined  contribution  plan.  Since  retirement  benefits  in  a 
defined  contribution  plan  are  based  solely  on  the  amount  contributed  to 
the  employee's  account,  postretirement  adjustments  do  not  apply.  All  of 
the  remaining  nine  plans  that  had  no  provisions  for  increasing  retiree 
annuities  reported  that  increases  had  been  provided  at  least  once  by  ad 
hoc  acts  of  the  appropriate  legislative  body. 

Table  4  summarizes  the  postretirement  adjustment  provisions  of  the  plans 
we  surveyed. 
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Table  4:  Postretirement  Annuity 
Adjustment  Provisions  of  Selected 
Retirement  Plans 


Provision 

Police/fire 
plans 

Teachers' 
plans 

Judges' 
plans 

Total 

Defined  benefit  plans  with 
annuity  Increase  provisions 
based  on  CPI 

Increase  equal  to  increase  in 
CPI 

0 

1 

0 

1 

Increase  equal  to  increase  in 
CPI  but  "capped" 

3 

2 

1 

6 

Increase  equal  to  a  fraction 
of  CPi  increase 

4 

0 

0 

4 

Increase  both  equal  to  a 
fraction  of  CPI  increase  and 
"capped" 

1 

1 

1 

3 

Subtotal 

8 

4 

2 

14 

Defined  benefit  plans  with 
annuity  Increase  provisions 
not  based  on  CPI 

Fixeo  raises 

4 

4 

1 

9 

Pensions  linked  to  active  pay 

1 

c 

2 

3 

Increases  linked  to 
investment  performance 

2 

1 

1 

4 

Subtotal 

7 

5 

4 

16 

Plans  without  annuity 
increase  provisions 

Defined  benefit  plans  without 
provisions  for  increasing 
annuities 

3 

3 

3 

9 

Defined  contnbution  plans 

1 

0 

0 

1 

Subtotal 

4 

3 

3 

10 

Total 

19 

12 

9 

40 

We  are  sending  copies  of  this  report  to  the  Mayor  of  the  District  of 
Columbia,  the  Chairman  of  the  DC.  City  Council,  the  Chairman  of  the 
District  of  Columbia  Retirement  Board,  and  other  interested  parties.  We 
will  make  copies  availsible  to  other  interested  parties  upon  request 
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Please  call  me  at  (202)  512-7215  If  you  or  your  staff  have  any  questions 
concemino  this  report.  M^or  contributors  to  the  report  are  listed  in 
appendix  H. 


P^^^  '9>  i^-oSJ^h 


Joseph  F.  Delfico 

Director,  Income  Security  Issues 
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Appendix  I 


Public  Employee  Retirement  Plans  Used  for 
Comparison 


Washington,  D.C., 
Metropolitan  Area 
Police  and  Fire  Plans 

(7) 


Arlington  County  (VA)  Employees'  Supplemental  Retirement  System  11* 
City  of  Alexandria  (VA)  Retirement  Income  Plan  for  Firefighters  and 

Police  Officers" 
Fairfax  County  (VA)  Police  Officers  Retirement  System 
Fairfax  County  (VA)  Uniformed  Retirement  System' 
Montgomery  County  (MD)  Government  Employees'  Retirement  System* 
Prince  George's  County  (MD)  Fire  Service  Pension  Plan 
Prince  George's  County  (MD)  Police  Pension  Plan 


Other  Police  and  Fire 
Plans  (12) 


Arkansas  Local  Police  and  Fire  Retirement  System 

City  of  Milwaukee  (WI)  Employees'  Retirement  System 

City  of  San  Antonio  (TX)  Fire  and  Police  Plan 

Detroit  (MI)  City  Pohce  and  Fire  Retirement  System 

Fort  Worth  (TX)  Employees'  Retirement  Fund 

Kansas  Police  and  Fire  Retirement  System 

Miami  (FL)  Police  and  Fire  Retirement  Plan 

New  Jersey  Police  and  Firemen's  Retirement  System 

Oakland  (CA)  Police  and  Fire  Retirement  System 

Plymouth  County  (MA)  Retirement  Association 

Portland  (OR)  Fire  and  Police  Disability  and  Retirement  Fund 

Richmond  (VA)  Retirement  System 


Washington,  D.C., 
Metropolitan  Area 
Teachers'  Plans  (2) 

Other  Teachers'  Plans 
(10) 


Maryland  Retirement  and  Pension  System — Teachers'  Plan' 
Virginia  Retirement  System' 


California  State  Teachers'  Retirement  System 

Connecticut  Teachers'  Retirement  System 

Kentucky  Teachers'  Retirement  System 

Public  School  Teachers'  Pension  and  Retirement  Fund  of  Chicago  (XL) 

Public  School  Retirement  System  of  Missouri 

Teachers'  Retirement  Board  of  Puerto  Rico 

Teachers'  Retirement  System  of  Georgia 

Teachers'  Retirement  System  of  Illinois 

Teachers'  Retirement  System  of  Louisiana 

Teachers'  Retirement  System  of  Texas 
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Appendix  1 

Public  Employee  Retirement  Plans  Used  for 

Comparison 


Washington,  D.C., 
Metropolitan  Area 
Judges'  Plans  (2) 

Other  Judges'  Plans 
(7) 


Maryland  Retirement  and  Pension  System — Judges'  Plan" 
Virginia  Judges'  Retirement  System* 


California  Judges'  Retirement  Plan 

City  of  Memphis  (TN)  Retirement  Plan 

Employees'  Retirement  System  of  Georgia — ^Trial  Judges 

Illinois  Judges'  Retirement  System 

Jefferson  Parish  (LA)  Employees'  Retirement  Plan 

Louisiana  State  Employees'  Retirement  System 

Public  Employees'  Retirement  Association  of  Colorado 


The  plan  members  are  also  covered  by  Social  Security 
"This  is  a  defined  contribution  plan 
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Appendix  n 

Major  Contributors  to  This  Report 


Human  RpSOUrreS  Robert  F.  Hughes,  Assistant  Director,  (202)  512-7203 

■r^.    .    .  ^--      ,  .  Robert  D.  Sampson,  Senior  Evaluator 

Division,  Washington, 
D.C. 
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